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MOR 

m» • qmnm a oaipwliwlaa mim ai Enparia] 
ftiUct, hm bam dm hiu af local pat^ iimet. 1110 aftdra at 
Tmt XoraB Tuui is caidi pocdoB ol dtt CoBUBowaaalA ue in tlM 
Imdaol local foUcnu wbo aae feapoBinik for allattkln on tke 
poiitica of tfcdr am coontip. It it koped that hi tUi wap Tot 
Koimo Taau w^ foBect the canent o^aioai of all partt about 
l^atiai proUcaat, tad at the tamo thoa pmeat a titrfOf of them at 
twkola. Wldknoaet^OrBbe^hiUhed intbeiittennof tap 
pehticai pac^, anklet oup from thae to tima bo pabliihed ttqphdniag 
tbt ittodpoiot af paniealir paniet or tectieBe of opiatoa. la inch 
catet, howerei^ the character of the ankle will be made clear bp an 
introdactorp note. 
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A N£W INDEX 


Hitkmo At index (or tk )re)ii hu been included 
in enck September woe ol Tm Round Tailx. 
Tbe index bu been confix to titles and anktitles 
o( anadm, and tbia bis restricted its value u a 
ready means d tracing references in badt numbers, 
to an experiment is to be made with a mnclh 
enlarged »dex in which references to all the chief 
topics dealt with will appear. Unfortunately, it ia 
impraetkabie to include tbe new index in tbe 
September issue ; it will be published as a loose 
inaenion in tbe December number, along with a 
title>pagc for tbe volume. 



THE POLITICAL FOUNDATION 
FOR DISARMAMENT 


N O terioiis student dispotes the fact that the Dm- 
armament Cooference, which is to assemble atGenefa 
next Pelnmary under the Chairmanship of Mr. Arthur 
Henderson, will be the most momentous aasembljr which 
has taken place since the Paris Peace Conference. Not onl)r 
win it contain representatives of all the nations of the world, 
including Russia and the United States. Its decisions 
will probaUy determine, not merely whether universdi 
disarmament is practicable or not, but whether the ideals 
ndiich underUe the League of Nations are to prevail, 
or whether Europe is going to return to the old system of an 
armed balance ci power, which would be the certain prelude 
to another world war. 

It is not proposed in this article to consider what may be 
cafied the tec^al upects of disarmament, whether, for 
instana, trained reserves or stores of military material 
should be taken into account, or what the precise figures 
of men, guns, aeroplanes to be possessed by various nations 
riionkl be. Armaments, in the words of t^ <dd phrase, are 
but the instruments of policy. All experience shows that 
agreements to limit or redure armaments are conditional 
upon prior agreement about political policy. The CooUdge 
Naval Conference of 1917 wu a failore ^anse there was 
DO prior understanding about the freedom of the sets and 
ochtf fundamental pcditical isanes between the British 
ComnMmwealth, the Unired States and Japan. The 
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The P^id! PmmdetkMi for Dkermeoieiit 

Londoa ConfeKaoe mu a tacceat, u fu u dMte tkne 
famtn mm ctmaemed, becaiuc both Mr. Raraaif 
MacDofiili and the Japaaese DekgatioD had nadied a 
pr^minarjr politial asderaundiag with Washington. It 
mu a {aiinre, ao tar m leitf and France were otmoemed, 
precMf becana^ there waa no baata of pcditical agreemeot 
aboat Me<BtemtieaB a&ria. 

The porpoae of tiui aatickt therefore, » to consider the 
pdttkal iaaoea which nnderlie the disarmament problem. 
For Bttleas some nndersunding about these isauea is arrived 
at before the Conference meets or at any rate before it 
sd}oami, no agreement of any importance will be reached 
abwt the 6garca for armaments themselves. The am- 
skhration of these political issnes, too, will be based on the 
aaaamptton that Eorope is going to remain a coUectioo of 
stroni^y national States. The events of the last few weeks 
•how the extent to which economic and financial forces 
may transform the political assamptions on which post-war 
Europe haa rested, either by forging new international 
bonds or raising to power in certain European countries 
revolutionary elements which derive their ideals from Soviet 
Russia or Faiciit Italy. These elements are endeavouring 
to establish an entirely new international system, and 
their influence might be rapidly, and indeed decisively, 
strengthened by economic distress. 

No attempt will be made in the artick to estimate uhat 
the progress of these movements may be during the next 
few years — such progress is imponderable. But the 
possibility that events may upset the normal develop- 
ment of present-day Europe, ai^ with it the work of 
Disarmament Confcronce its^, cannot be ignored. 


TH 





L Thn LaMii or ij ^4 

riaoe dM oathmk oi tbe ii*odd war ift 1914 
Pinatimt IiM, in tite domum. of international aiiiin* 
been torn between two oonfficting principlea. 

Oft dba one hand there haa been the old oonfiq>tioB a 
wodd oonaiating of a nninber of independent a^>oantrad 
■o te ieig n States, each rdjn^ npon its own armed strength 
to defend ks secnritj and its ri^ts, in whidi war k 
recognised to be ineeitdik fitHn time to time, while 
diploaiacf is cence m ed to pronmte the ends ol its own 
psrticnlar conntry, if possible withont war. Tradition sad 
hiatorf are quoted to support the view that, whatever 
men's hopes while the reaction from the world war lasts, 
hnman aatnre is unchanging and will sooner or later 
reassert itself in international livahy and a desire for 
sggrsndiaement, which in tom wtU inexorabljr lead to 
the renewal of periodic wan m which, as in the psst, the 
prize will be to the strong and the swift, and disaster to 
the weak and the unprepared. 

On the other hand, there has come into being a more 
deeply tliongkt<oot and more widespread movement for 
the promotion of world peace than has ever been known 
befc^ PhiIoso|diers and sutesmen have arisen in almost 
trtxj land who realise that, if the first view were allowed 
to prevail, it would mean not milj war and sufikiing for 
ittdtvidnal nations but the (kstmctioo of civilisation itself, 
for cconomicaUf the world is becoming more and more 
a mnf^ nait, while the elfectiveneaa of weapons of 
destmetkm is growing with incredible speed. The^ realise, 
uio, that war is realfy^ the most najnst snd the most 
espeastve meth o d of settling internstioaal problems, and 
that it iavsrisblp breeds, not peace, but a new crop of wars. 

The icsnlt was the L^ne of Nations. The basis of the 
Lss^ne was the convictioa that war was inbereBt in 
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The Pofak>ii tomaMAm for P tmnw i f 

tk csadMM «< mmwuod SolMtathae 

was tm MolAttiee of | w l i tK »J unity a mo ng men tfftty 

nation menmUy loofad at cfcty iBtcfttatkMul imne Inim a 

ffIMt poittt of new, fear and anepioofi rogned aiq»eme» 
«M» M an befitalile cooaeqaence, armamenta nUM^jU 
kt the aame tnnc, ekhooifi ^ *■» * 

m Hi rh . tliaiib to eoeMfic tnventioaa^ the need for 
oonatant adiwtment dieting fiontien, unSe, iii#atian, 
the rights of indmihidi and a boat of other thmga, haa 
never been more prcwtng, each adjoatmeat had beoonw 
ahnoat maeinble except by war War n chronic wider 
aach cooditKMW, not becaiue anybody wants war or fahes 
war, bat becaoae it is the only method by odiich important 
pobtical change can be effected in a world which haa no 
political machinery of any sort for the condnct of its 
common affaire. 

Hie world war of 1914, like its predeceaaore, was the 
raanlt of joat aach caaaea as these. The political aettle* 
raenta of 1815 and 1870 had become ont of date On the 
one hand, democracy was demanding both the abohtion of 
the great military monarchiea of Germany, Anatna^ 
Hungary and Ruasta, and the liberation of tlw oppressed 
natKMialiues in Europe, Ireland and Asu On other, 
Germany was demandmg a ** place m the son ” m the 
outside world comparable with that of Brium or France or 
Russia and commenaurate with the increase in her own 
power aince 1870 There was no League of Naaons and 
no method save diplomacy whereby these laauea could be 
discuased, and that waa secret Force was the only way <ri 
dealing other with revolution in eastern Europe or with the 
huger pobtical and economic uauea which required adjost- 
mettt. The conaohdation of Europe mto two great mihtary 
caa^ the Triple Aliiance of Germany, Anatna-Hungaiy 
and Italy, and the Dnal Alliance of France and Ruana, 
aorvud CO ecabilwe Europe for a tune alter 1890, hecanae 
aenher ode dwed to challenge the other But gradually 
die mOitary cnmpemioa b et w een the two mcrcaeed, end 
7i« 



ttli^fairiad«M|idb««fcii^ TMi 

em ^MiM a m wto iMeMMed hf tW graduil mfod Ki k n. of 
#l«atliilaiBwi«^^0«ilAffiaaoe^illerGertBili7^ 
o« to MM • iiitt eomptf^ «> her oim tihlk tile 
Of oheMhiv eecoitf f(» her ri^ite Ml her dentof M ihe 
oWMide waiU. FiM%» deeptte the efforte of picihetB of 
efthtedi, nilitarf and naval preparatkm readied the pomt 
at tA fch anooeaa at ddat in war waa mainljr a question 
of apeed In mofatliaatian, for it became dear that die 
oonshmathw vdudi got in its blow before its rival was 
fnfiynobaised wonkl be aUe to win the war and dkuteits 
own terras within a few weeks. 

Ihe aasMnnatkin of the Archduke Franz Ferdinand^ the 
heir to the Anstro-Hongarian throne, drove the Hapsburg 
Govemnient to send an nltimatiun to Serbia, and to mobilise 
its annj as a proof that It meant business. From the 
moment of Vienna’s mobilisation order it was almost 
impossiUe to prevent war. The political issues at stake 
were swept into the background bjr the imperioni demands 
of the military time-table. If Russia alkmed the Anstro- 
Hongarian army to complete its mobilisation without a 
counter-mobilisation, that army would be able to march to 
Warsaw without oppositkm and destroy the defensive 
organisation of Russia. If Germany allowed the Russian 
army to mobilise without a counter-mobilisation, she would 
be caught, as in a nutcracker, between France and Russia. 
AH her plans for security in the event of war were based 
on her having time to defeat the French army before the 
Russian army was ready to strike, and then to move her 
victmions troops back from the West to the Emt before 
her frontier was breached. Hence Europe was driven by 
the military time-table into war, although no single 
government determined that the iasues should be decided 
by war. 

Students of politics and practical autesmen, who had 
Mie to think, alike realised tlut if the war resulted merely 
in M traditional peace, however wise, and if the nations 
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Tbe P^idail |f<>tifidtttt<Mi for IMauiiiaaieBr 

ita rmtted totlieir<adi|iitiidiMk«ian,«ii^^ 

War wooid be mevitaUe Tbe nnderilTing tMoee ipovld Iw 
the a«lf wif lo m^atk tb^ ooahi be tenlni 
wra|d be the nme— retort to mr Hence the &it 
chepter m etch of the Tbettiet of Petce pronded lor« 
fao d tmcntt l ly new method of medittug m wtenittieaNd 
efititf For tbe ettence of tbe idea nndedying the Le^pM 
of Nationt it that the AatMst shonld meet rc^nltify nmnd e 
oommoB ttbky that tbef should create and ondeitda to 
utc machinery which would render poetihle the se ttleme n t 
of mtemational duputet by ccmference, mediation, arbitra- 
tion or judicial meant m the full li^t of the public opinioa 
of the world, that they should renounce the right to 
■ettle their duputet by war, and that they should bind 
tbemtelvet to deal collectively with any nation which 
retorted to war m defiance of ita obligations under the 
Covenant 

Hunks mainly to the iiuutence of President Wilson, the 
Covenant was embodied m the Peace Treaties, and became 
the basM of the political structure of the post war world. 
Whatever maybe thought of the details, there u no qnestioa 
that in broad outline the ideas which underlie the Covenant 
are the only ones which can lead the world out of the morass 
of rKurrent war War is endemic m an anarchic world 
In the international sphere no less thin m the nattonsl the 
only alternative to chronic war u consututional procedure, 
which will enable pohtical issues to be solved by a pacific 
appeal to reason and joauce and will curb those who try 
to get their own way by force The League u the begmiung 
of an attempt to sub^itute the mgn of law for the imgn 
of fwee m international afiaica 
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Arm VnuatJtm 

A LTHOfJGK tile HkalB of the League of Nattona 
/Vtthuvpiied at Fana thef did not command nmveraal 
aaacnt. lim United Statea fdt that ui aoceptaace of the 
ohiigationa of the Covenant woidd mvolve too xa<hcal a 
revenal of her kmg traditKm oi pohttcal detachment from 
die vortex of Enropean milttanam» and ahe rejected both 
the League and the Ang^Amencan Treatf of Gnarancee» 
vrhkh pvomiaed aaaiatance to France m the event 
w^novdeed aggreinon. Rosaia, captured bjr the ideala 
die Commoniat Revolution, refused to jmn the League. 
In her cfea it represented an anti'revolutionarjr association 
of the capitalist nations, whose object was to exploit the 
proletanat of their own lands Even in Europe the League 
had a straggle to survive Germany was only admitted 
m 19x6 as part of the Locarno settlement , Italy, after 
the Fascist inarch on Rome, though she remained a member 
of the League, swung vehemently back to mihtarut and 
nationalist ideals France, Poland and the countries of 
the Linle Entente combined a behef in the utihty of the 
League ideal with a system of mihtary alliances designed 
to render impossible any foicible modification of the Treaties 
of Versailles and Trunon A number of other Powers, 
such as Spam, the Argentine Repubhc and China, have, for 
one reason or another, been lukewarm adherenu of the 
League Only the British Commonweakh and the smaller 
natKMU nortbeiti Europe have consistendy advocated the 
full ideals of 1918 

None the less, m every respiect except disarmament, 
pr ogre ss has been made m the ktt ten years The Umted 
States maintsms her atamde of detachment, but she has 
moved sensibty m the direction of co-operation. She took 
the mmative m promoting the Dawes snd Young Plans 
sud the Kellogg Pset for the totsl lemmaation of war aa 
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Hie ^oomii^icnribr DngmiMiieDt 

an ^ifttnoMit d natkmd pdky, and Prendcnt iio(0f*cf*a 
4 eckiatfen dut no United States Gorentnent ootll lie 
indifterent to tlw riobtion of tUs pact was a recognition 
that if the da^ of permanent co-operation has not jnet 
ihtwned, the daf of old-fashioned ist^tion is at afl e n ^ t s 
om. Germany has bera relieved of many of the spidh] 
dkabilhies imposed on her as a restdt of ddeat, notabfy 
ol the occnpatum of the Rhineland, which was to have 
eotttinned antil 1935. The League itself has become part 
and parcel of the political stractare of Enrope, if not of 
the wodd, so that it is diSkult to-day to conceive of a 
Enrope in which the Foreign Secretaries and Prime Nfini- 
sters of its member States would not come into personal 
conference under the aegis of the league several times a year. 

The League, too, has a number of valuable achievements 
to its credit, and they are by no means confined to non- 
controversial subjects such as health and financial relief. 
There is certainly a much better understanding between 
nations of one another’s problems, and disputes have been 
peaceably settled in the Balluns, Iraq, the Aland islands 
and elsewhere. The number of adherents to the principle 
and machinery of compulsory arbitration has steadily 
increased. 

If we look at the positive side alone there is no question 
that since 1918 we have moved far from the old concept 
of an anarchic world of sovereign Sutes possessed of no 
c^mon machinery to ensure consultation and co-opera- 
tbn or to prevent war, and that remarkable progress has 
been made towards a new international order, in vriiich 
mutual understanding and the well-being of humanity 
as a whole can begin to counterbalance the old aglfiah 
t^tism of some sixty self-regarding sovereign Bates. 
TTie Uaclt spot in the picture is the fact that armament^ 
ao far from dimmithing, have actually increaaed. Ihe ex- 
penditure of the principal European Powers and dw 
United Sutea in thia reapect hm rnien by mote thati 
iCi$o,ooo,ooo per annum ia the laat tax yens. Great 
7 » 



Mtim 9aA J^m h^ ihs oalf tflAMnn wkot 
jiritiHiif km tmoMmod «e approsdiMtd^ tint MiBe 
Aui iiutt m « toy t eno m matter* for amiaaienta u 
** add teat " ai to idhecher tlm aatwaa kave iedc(wfii 
im the mew machiariy lor the pteaerratioa oi pcao 
the po^ectaon ol their lawful rights 


in Thi MaMAca or AaMAMtNTs 

T he Covenant of the League of Nations conttins the 
following article* — 

Tbe mcmberi of the League recognise that the maintenasce of 
peace requires the reduction of national armaments to the lowest 
point coniiitent with national safety and the enforcement by 
common actum of international obhgationi 

There is no question that a universal agreement to limit 
and reduce armaments is an uuhspeiuable element m a 
world organised for the settlement of mtemational ques- 
tions by bw and jusuce and not by war The essence of 
“peace*’ within the national State is that its citizens 
should renounce violence and be prevented from rcsorung 
to It, and that they should settle their disputes by recourse 
to the bw courts or to Parlument It u the same inter- 
nationally The success of the League pnnciple depends 
upon the nations abandoning the right to take the bw into 
their own hands by resort to war, and that means dis- 
armament Either the League system will destroy the war 
system or the war system wiU destroy the League, for in 
the long run they are ureconcibble 
The reason 10 twofold. In the first place, the existence 
of luge armaments impliea that every nation meana, m 
the last reeoit, to be judge m its own cause, and that it 
docs not trust the rest erf the world either to be just or 
to come to its smatance if it is attacked In the second 
•ArtKlsS 
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Tlw PodEuMea W-’TIftiliiiiliiii iii 

fksCtOttce a natioii begms to fd^ ^ 

a comped^ in armaments sets in adueiif kak 
lacvitaUtf to an armed balance of power Mad w»x. Wwiia 
ody mf m wlticli one Bstktt can obtaia secui^ as agaiM 
saotber 1^ means of armaments is by havii^ siqwfior 
armammits ; in other words, security for one n a ti o n is 
on ly obtainable throngh the insecurity of its neighbonrs. 
Bnt these nei^iboars wiU, in their turn, inevitably also 
want security, and they will ^ it, either by increamog 
their own armaments or by alliances, until the world be- 
comes hag-riddm by snapioon and rivalry. The dd 
militaty time-uble will then reappear as in 1914, and it 
will only take a similar accident to plunge mankind into 
another world war. 

The one remedy for this situation, and the only basis 
for a peaceful intematioiul order, as Article 8 recognises, 
it the reduction by all the nations of their armaments to a 
level at udiich they will no longer be a senous menace to 
one another, so that psahc procedure will be given a real 
chance and it will cease to be a formidable matter for the 
natioos collectively to restrain an aggressor 


IV. Tut FaiNCH View of Eusofean Peace 

T he development of the League of Nations, however, 
represents only one aspect of the pditical development 
of Europe since the war. The second, and in many ways 
the central, faa has been the absolnte mihtary predominance 
of France and her alhea—Poland and the Little Entente — 
over Germany and the ex-enemy Powers. How complete 
thb predominsiKe is msy be seen from the fact that within 
three months of a declaratioo of irar France anA her 
Btsotutea couU motnlise ovw 150 fully armed and equipped 
divisions as against a German force of not more fbau t w e nqr 
dhrisioaa, that they possess highly devek^ air foicca 
cqnij^ed either to fight or to bomb at a moment’a notice, 
Tta 



nittt m aottcaqr aMn m «e ill» aadl dMt 

ijy lMw* betMa» pat iw r w i ai dw tnifol iwnj.ptti 
mi tnbmi ona ac npwi, tiarntt—ft annab w loll wodnif 
oriir, Gem^ kai ao htuff uaSkxft ao «o»> 
a a r^p f tniaed dnee tlae mat and ao amaila ia die teal 
aaMe al dat word. The Gennaa ReidMwehr it ao doafat 
kii^ afideat aad itt otgaakatkm ia awU adapted for 
fai^ eaqpaBMon. There are prcdMddp abo coaddenfab 
•a ect a of BBia& araia aad ammunifton, aad Gerauuky 
eoald oertatalp aiobiliae Urge anmben ci men pardf 
tniaed bp aa<^ vdnatarp orgaaiaatioaa at the StaUhelni. 
No acddier, howenri doobts that Fraace aad her allies 
ootdd to-dap overwhelm all effective nailiurp oppodtion 
ia Genaaap without the slightest difikultp aad occnpp 
evcrp strategic poiat in the coontip. The same is eqnallp 
trne of Hnngarp and Bnlgsria. 

Him alliance apstem was bnilt np bp France as a bulwark 
for the Treaties of Versailles and Trianon in the earlp 
pears after the war, and her cate for doing so was a strong 
one. It was unreasonable to suppose that Oermanp, 
Hui^rp and Bulgaria would voluntarilp acquiesce in tl^ 
drastic revision of their frontiers effected bp the Treaties, 
Of pap the reparatioBS imposed on them bp the vktorions 
allies, unless thep were convim:ed of the necessitp of doing 
so. The League had no force at its disposal, the United 
States had retired for good across the Atbntic and had 
rejected the An^o-American Treatp of Guarantee, Great 
Attain and the Dominions, though showing a practical 
interest in the pacific activities (A the League, were dearlp 
themaelvea withdrawing, if not into complete taobtion, at 
aB etunts into a sute of militarp detachment from Europe, 
in which thep could not be rdkd upon to maintain the 
v^^bot gaardittkahip over the Peace Titles on which their 
stabffltp depended. So France, fall of bitterness at being 
d enerte d bp her powerful allies, took the poBoeman'a task 
i^«a her own ahodders. 

The mffitarp h^emonp of France has, in fact, been the 
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The Fotkical Foittidatieii ht 

buk 9jpoa which the peace of Eoiope hat xaMad atoa 
1919. la ita pfcaeat fam it is the outcome o< the «f«att 
of i9tf-*35. Fiaace, rightljr or wro&s^j, bcounc bmkc Sad 
amie coonnoed that Ger^njr did aot leaSf meaa JKi 
fam thr Tieaties sod that she intended to triutde mn^f 


her obl^tioiii under them. Hie result was the ocaa|MtiiMi 
of the Ruhr. That occnpauon ccmviaced Gnrmanf that, 
for the time being at least, she bad to fulfil her ob^atkma, 
and it omvinced France that a policy of destroying Ger* 
many altogether, either through economic means or by 
the partition of her territory, would <mly redound to her 
own disadvantage. The outcome of the Ruhr occupation 
was the Locarno Treaties and the Dawes and Young Plans. 
Germany thereby voluntarily undertook to renounce 


Abacc-Lorratne, to nuke no attempt to revise her eastern 
frontier by force— only by pacific means— and to pay what 
experu regarded as practicable reparations. France on 
her side sdopted a comparatively conciliatory policy to- 
warda Germany, which found expreasion not only in the 
Dawes and Young agreements but also in the evacuation 
of the Rhineland before the date fixed by the Treaty of 
Versailka. Great Briuin became once more a military 
factor ou the Continent of Europe by her undertaking, 
subject to the supervision of the League, to defend, with 
the integrity of the demilitarised RhiaeUnd against 
both Germany and France, though she made it dear that 
^ assumed no further responsibility for the preservation of 

her by the Covenant of the Lei^ue ^ 

^ ^ Uk Loomo 

mdiu>7 pwlomUuoc. of Fnneo .od her 
piuiratM M fo, the obKmnce of the 

the Li^ Entente, atdlxemaiaa intact. Juac aa the DoUce 
of W a^ the peacefd functioning of piirliam«^ 

tttw^mmry democratic atate. ao tWiiuea 



4(i|aaaia% -lupe xnc 

^I pt Nrhffiiw ^ jwahipd?tlie pBlilicUyialii^^ 
mmma^MBd b^AB4 the pacific «s4 <|«^p<dh|«aeat^ 
fipflwdw^ of the Lea^ of Natuuis fTanop tegat^ 
J|ia«di|»,aot as the boUp, bat as the pohcemaa Ei^pe. 

V The Root Psoblem ^ 

W E can now see the root problem which nn _ 

dnarmament question France^ as her statesmen 
have unceasingly declared, is pnjnarily concerned wttli 
security, and security means not merely freedom from nsl 
of mvasion, but the subtlity of the settlement of 1919 
France is siud to be willing to consider the possibility oi 
modifying that settlement by paafic means, by negotiatioa 
conference or arbitration, provided that there is ample 
security that it cannot be altered by force, for pacific 
methods mean either that no alteration can be made withoni 
her consent and that of her alhes, or else that there will be 
no fundamental change, for arbitral and judicial proceedmgi 
alike cannot do otherwise than proceed upon the basis that 
the ueaues of I9i9irepresent the law Hence her passionate 
attachment to the ponciples of the Geneva Protocol of 1924, 
which provided for ** arbitration, security and disarma 
meat ” Europe was to disarm, but only on condition that 
no alterations should be made in the treaties except by 
agreement or arbitration, and that every signatory, mcludiag 
Great Bnum, should pledge herself to immediate mihtary 
action against any nation which resorted to war 
The core of France’s pohey is m fact to mamtam 01 
create a mihtary situation m which it is impossible |o 
idter the Peace Treaties by force, and every utteranq; by her 
pohtlcal leaders andjn Jier pohtical press goes to prove that, 
while she may be willing to make mmor concessions in the 
directum of disarmament, she mtends to keep, m association 
her mihtary allies^ as long as she can, that absolute 
mihtaiy preponderance over the ex-enemy Powers which u 
FFF 725 



Tile PoHtkil PbiiiKbiidl Ust DhMimmm 

ter wemrkfp aot onljr igtect invateit b«t agitet' ^ 
tetet dtcnticM oi the treadee. And ia tliii ttiMe 
•Iw h who l e- ter tecBy backed bjr Iter ilKea, wbo a«|>pott 
tbe alKanoca, not oi^ for reasona of aecnritf, bat bcaaa« 
dtef ttt thetnaeimoppoaed to the reaincm of die tieattea, 
•bw asj and ererjr nvisioa would, thej know, take the 
dircctioci of giring bade to Gennanj, Hungary and Bulgaria 
aonc part of the territoriei that were allotted to Poland, 
Ceechodofalda, Yngoabiia and Rumania at the eni|i df 
the war. Fraitceandher alliea are still farther confimied in 
their readve to maintain their absolute military prepon- 
teance just aa long as they possibly can, because, in their 
view, the only real altenutive to their own preponderance 
is the preponderance of C^many and her friends — a 
rituation in which they would be faced by a d»in«n/lj at 
the point of the bayonet, for revision far more extensive 
than they would ever be prepared to concede, and by 
their own subordination to Germany and her associates. 

The standpoint of Germany and of the other European 
ea-enemy Powers U equaUy easy to undewtond. On the one 
demand equality in armaments ; on the other 
hand they demand a revision of what they regard as unjust 
Wms of peace imposed upon them by force. TTiey say 
tet It u aa inherent attribute of a sovereign State to be 
tree to take what measures it thinb neceasary for its own 
•^ty, and that it it now quite intolerable that they 
clamoun un- 
security for herself. They further 
disarmament waa promised them at 

“““I" >«»>• of the 
Tim,,o< VetMjfc, oe thet eedenundiii, «.d the. K 

word. OI P.„ V 
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ilwi- ^iti 

dbiepi«&ni oi the Oenaui ^4iyefi^iOD<wi JvmM$i 
«MMMN«r» etseei tliat 

lllie Allied and Aasodated Poweri wi^k to mi^ it df»t tlut tM^ 
leqdiemeBti in legard to German armaments were not made solefy 
widi tlie object of rendering h impossible for Getnuii/ to resttttie 
ber poficp ti nufitarp aggression. Tb^ are also the first steps 
towanls that general redaction and limitation of anniments whi^ 
thep sedc to bring al^t as one of the most fniitfnl preventives of 
war, and which it mil be one of the first duties of the League of 
Nations to promote. 

Utese ^edgea, they contend, imply not only jdl-ronJd 
duarmament, hot eqtuHty in armaments as between States 
of the same international standing and size. 

Finally, Germany and her associates have never ceased 
to protest against what they call the ** war-guilt lie,” that 
is, the statement in the Treaty that Germany was solely 
responsible for starting the war ; against the Polish 
Corridor, the Upper Silesian boun^ry, and the transfer 
of territory containing Magyar and Bulgar majorities 
to form part of the States of the Little Entente ; and 
against excessive reparations. They claim that a revision 
of the treaties is essential, alike in the interest of justice 
and of lasting peace, and their more extreme spokesmmi 
declare that, unless revision is effected within a reasonable 
time by pacific means, they will leave the League of Nations 
as a dishonest sham, and set to work to secure equality 
and revision by the only means left open to them — force. 

This then is the core of the political problem which 
underlies the disarmament question. There are other 
difficulties, the attitude, for instance, of Russia, Italy and 
the United States, to which a brief reference will be made 
later on. But the immediate and most serious pr(d>lem is 
to find a solution for the fundamental differences that 
diride France and Germany and their respective friends. 
Ihem (Ufferenoes have not been lessened during the last 
few weeks. Fear the attitnde of France to the Hoover 
mi 



The fatthmmaiM 

Wbeai in Germiiif « » 

Ummet oi lier finindil difBcoldes to rivet «Ba 
man in a pootion of mbwdinatiom wWle the pteaf «rf 
Gennai7 have been taken in France as a dexteroos attempt 
to nae these same cUfficnltiei as a means of escaping frmn 
the obligations of the Treaty of Versailles. 

VI, Tmi Ultiiiate Basis voa DiSAasiAMENT 

I F we consider the problem from a dispassionate and 
neutral standpoint, tl^ only real and final sedation is that 
the defects of the treaty settlement of 1919 should be con- 
ndered in the padhe manner prescribed by the Covenant, 
and that a vduntary agreement about revision and a 
general reduction of armaments to a ptdice level should 
proceed pari passu. If only the setUement of eastern 
Europe could be submitted to some form of impartial 
arbitration and revised by content, the mainspring 
of armaments would disappear. France and her allies 
cling to their military supremacy because they are afraid 
that, if that supremacy were to disappear, the map of 
Europe would Im torn up by force and their countries 
invaded. Germany and the ex-enemy States demand 
equality and freedom, partly for reasons of national self- 
respect, and partly as a preliminary to treaty revision, 
either by agreement or, failing agreement, by force, k is 
perfectly clear that the nations of Europe vrill never cease 
to look with fear and suspicion on their neighbours and to 
make difiicnltiei about minorities, and will never reach 
lasting tranquillity and disarmament, until the eastern 
frontiers are accepted as final, just as the western and 
Scandiaaviatt frootieri arc tOKlay accepted at final ,0 
far, then, as Europe is ooncemed, the fundamental pditical 
coBdicion upon which the toccett of the Disarmament 
Conference depends it a general agreement which win 
pennh of the frontier problems and one or two other 
7*8 



]»lNtliffti«j4e«i^^«o«ll^^ OMilMK 

of amutut 1^ AvticMi «viB he^ ^hubt/m 

deajgK ^ v|MQt^nf then foriie or hm to tii^aet 

fit Ad^^MNom of mntiiig to do so. Then tl>e m»m 
aodve for kvge inaaineBtt MU have disappeared. Thi* 
iaMe may not emerge at the Dpeamg aessioo. HieK are 
many who bdieve that to raise it too soon would be to 
break up the Conference itsdf. It may, thet, be better 
to wait for it to be forced to the aorfaice by events, as a 
result of deadlock on the technical matters. But it is 
certain that the issue wiU arise and wUl have to be dealt 
with, if the Conference itself is to succeed in bringing 
appeasement and disarmament to Europe. 


VII. Favourable Stmptoms 

I T has been held in some quarters that the summoning 
of the Disarmament Conference for next February was 
a mistake, and that the time is not ripe for an attempt to 
induce France and her allies to abandon the system on 
which they have relied for their security since 1 919. On 
the other hand, people who are in close touch with central 
Europe usuaUy agree that, unless there is a definite move 
in the direction of disarmament next year, Germany wiU 
make up her mind that the allies do not mean to fulfil their 
pledges or to act up to the principles of the Covenant, 
especiaUy Articles 8 and 19, and that she wiU turn her back 
once for all upon the League of Nations and pacific methods, 
and prepare for an attempt to recover her hreedom and her 
place in the smn both in Europe and elsewhere by any means 
in her power. We take the second view. To attempt to 
keep Germany in the strait-waistcoat, political, economic 
and military, in which she has been confined since 1918, is 
to lay the fbundatians for another world war. The only 
course is that Germany and the ex-enemy Powers should 
be enabled to recover that pemaanent place in Europe to 
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wydi IK bkereodf eathkd, and tofecOHiid^ 

U wocld paUfettjr, die ineqiu^ciei ntdgtkfMneet 
ividdi th^ befieae tbey tntfer under the Treetfea ol Peace. 

Indeed, it nu^ wdl be that, now that the OiiiniiaBiettt 
Confereiice » to take jdace, France and her teaocilitea 
be hnccd to reconn^r the ifitem upon which thew 
aecuritf it baaed far more profoondty than thef have pet 
been wilhog to do. For it ia obvioua that their present 
ajratem cannot laat indefinkelp— it ia in truth alroidf 
beginning to break down. Nobodp believes, even among 
chanviniat circlet in France, that it will be possible to keep 


a great nation like Germany in permanent subjection. 
Itaty, moreover, has ostentatiously detached herself from 
the French system — she is already in active opposition to 
it. Finally, Russia is rapidly recovering her military 
power. In the last four years her expenditure on arma- 
ments has risen from 698 million roubles to 1,125 million 
roubles per annum, and the Five Years Plan has, tb f 
lai^ extent, clearly been designed from a military stanil* 
jwnt. Hungary, and to a Ibss extent Bulgaria, also nurse 
the hope of revenge. 

If thu process continues, it is only a question of time 
until the effectiveness of the French alliance system is 
neutralised and even out-matched. As Russia recovers her 
at^ph, It will l^me more and more impossible for 
roltnd and Rumania to act against Germany or the other 
«^y Powers. Neither of them could face war on two 

Situation. Yu^sUvia, too, 1. checkmated by Italv As 

derdop. .jd SUt 

'* "*«*'•. the leadiiien 

ss a tlwwfore the value of the alliance system 



liHiHt pcMMt pQ^ oi J'liaaoe^. ilTO rfi ^ m 

iiW).rw» rhim it faeeaai «iii^ in 

tme^ v)d m gbnag ImcmU and ker rnmic mm 
mmi/tft dion^ «t •&. ttoiwawe pdoe in dm ki^ved md 
matt»aatt»w]udiitkMghwAnae,u h^gumi&g m l»n«k 
do wn. Every day it U ad^g to dtat volame ed kanr«d 
aad learattmeat i^ch may srane day caoie a war 
a contingency whtdi neither France nor herialHea in the 
least desire. And even assuming that ecplosions can be 
prevented, if the French h^mcmy is continued too Jong it 
will certasttly bring into being a rival nrilitary combination. 
Suppose, fat instance, that Germany, Russia, and Italy 
dioukl forces, not for love, but in order to destroy the 
French h^emony, the Frmtch would be the weaker military 
combination of the two, and Germany would then dispute 
with Russia the military control of eastern Europe. There 
are already many people in France who believe that, even 
from the narrow standpoint of the security of France, 
Poland, and the Little Entente, no less than from the wider 
standpoint of the League of Nations, the right policy is to 
aim at some moderate scheme of revision in so far as the 
Peace Treaties are concerned, and at the same time to carry 
all-roand disarnument sufficiently far to render it impossible 
for any nation to invade its neighbours of comparable size 
with any hope of success, and to make the co-operative 
machinery of the League of Nations for the settlement of 
disputes and the prevention of war really effective. This 
clearly cannot be done so long as Europe is armed to the 
teeth, for so long as her nations are heavily armed co- 
operative actbn against an aggressor, which France has 
hitherto regarded as the necessary basis for any alternative 
to her present system, means taking part in a first-class war. 

There h therefore more hope of success at the Disarma- 
msmt Conference than a superficial analysis of present-day 
lacu might suggest, Tlie events of the past few weeks 
dbow that Europe is approaching a crisis. France may 
cadeavoni to take advanuge of the economic situatioa to 
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Tbc Polidoil^Foiiiidatini for EHnnnunciiC 

tif «» pnln^ idm VBbofdiMticm of Germaqr- la Mr 
}«d|nMU, roch a po&7, even thoi:^ kmbc advafttagaa 
oBiil iw chinMMi for it w tlte pan» most lead to war 
iCMitttioii. Od the other hasd, Fnmce majr ladce op Imst 
odsd that the th&e hat arrited to find a new bai» for 
aecatity md aufaffitjr in Europe. She may ocmchide 'diat 
the DiMnaument C^erence affords an opportunity^ which 
m»j Dot come again, of coming to terms volonta^ with 
Oermany, Haogaiy tod Bolgaria, and of trying to create 
that permanent^ pacified and disarmed Europe which 
it If the fflain purpose of the League to bring into being. 
A change of tidi kind cannot be expected to spring ready 
made ont of the first meeting, but, if the Conference is 
mielf handled, it may well come to the fore before its 
close. It should be the primaiy object of British policy 
to bring Paris, Berlin and Warsaw to an agreement about 
the frontiers of eastern Europe. 


VIII, OruKa Aipkcts 

'T'HIS inicte hu k far b«ii diluted to the 

tbt proUOT, for 

qwtion at th. pretent time. H i, can be aolred, Enrope 

If the (^lerenre (a,l, to solve it, Europe win inevitaW. 

■>' Ike iThne. ol ^ 

• First of all, there is the United Tn. tt 

reguda aa a predominantiv Fnmn.,. 

'Myyear Yet with 

^ pwh the preaervation of world peace. 



IhK^iii Mm it k| liis^ Kdkgl ^ hm 

jpnlpiMed BO «ii^ <lf mil&if di«t fMc« lltitt 

«ufBtawi AotAi fuL 3ie hts afanvti her iueis^dsae 
vpm aamii * parity *’ with tOreat Britaia, and snpdtiririty 
mmglk^ JapKO) ivhkh means that, wh«i^ ^ iriri^ it 
M’lOMy a erer it should fall to die British Navy to enfortfe 
Arrive i6 of the Covenant, she will have to decide wl^er 
ahe wiH acqniesce in that navy’s preventing Aniexican goods 
from reaching an ^outlaw” State, or whether she will 
threaten war — or even go to war — ^to compel the League 
to permit American goods to reach such a State. She has 
shown it more recently in her support of the ** Hoover ” 
plan, which has brought into effect a debt moratorium for 
a year. She is also a member of the Disarmament Con- 
ference, and President Hoover has repeatedly shown his 
active mterest in its success. 

The United States will certainly press for the limitation 
and reduction of armaments, and she will endeavour to 
use her control of war debts as a lever to bring it about. 
But when France and Europe ask her, as they will, “ What 
action will you take against a violator of the Kellogg Pact, 
for we cannot abandon oUr present security unless some 
international substitute is put in its place,” no one knows 
what her reply will be. There certainly seems to be no 
movement in American public opinion in the direction of 
any form of international guarantee at present, although 
there are a large number of people in the United States 
who consider that she should at least agree to confer with 
her co-signatories if any infraction of the Pact occurs ot 
seems likely to occur. 

The Italian attitude is complicated by the naval issue 
in the Mediterranean. Italy is militaristic in sentiment, 
but she is also economically and financially weak. The 
faihare ot the Franco-Italian naval negotiations is in part 
eKfdaiiMd by the desire of France to enter the Disarmament 
Conference in as strong a position as possible for the 
ptupoee of a bargain. Italy is not likely to block any general 
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Tfce PoBtieJ 
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^ intefem would be imtade IL 

flfMiiy thm k R«Mi*. Tl»e rtcorety ol Rwitt » 
«j |^ tern ii c»Mbg 

^ “P*^‘ 

atttd bf the cepitaUit Powers. But hWierto at wy ratt 
dM has shown more interest in the development of her^ 
iatemsl communist society than in nationalist aggran<^ 
meat, and she was the only Power to propose real dis- 
tnnaincat to the Preparatory Commission at Geneva. 
Whether that proposal was genuine, or, as her ne^hbouri 
put forward because she believes that world revo- 
lution would be easier to bring about in a disarmed world, 
it is impossible at this suge to decide. 

The position of Russia, however, has for the purposes 
of disarmament a special significance, for she is not only 
an external, but an internal menace to other nations. Unless 
the capitalist world can set its own house in order and get 
rid of unemployment and excessive war debu and repara- 
tions, communism may well spread over a considerable 
part of central Europe, and completely transform the dis- 
annameot problem. Of the prospects of such a develop* 
ment no one can speak with any certainty. 


IX. The Beitish Position 

I T is obvious that Great Britain and the British Common- 
wealth win be confronted with decisions of the most 
vital importance at the Disarmament Conference. For the 
whole bsais British policy is at stake. Great Britain’s 
tradititmal ptdicy has always been to keep outside the 
internal politics of Europe, and, except when there was a 
threat to her own existence through the emergence of a 

Enropean Power strong enough to aim, with good prospects 

of swxeas^^at the military h^emony of Enrope, to concern 
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tent f8tef% ^ «te4B wtM' lEliat 
tot &»t in litf hktorjr, nin%e«tt«if «lipi^ 
te«4itti9i9. ^ abinikmed h becaiine ni» bsd becom 
tooviticed that the oidjr alternative to war, of am hiereasin^ 
devaatataig character and recitrrtiig at mofe nod aibre 
irec|iieiit intervab, watt the saicceaalal lealisatioa of ‘the 
idbak ol the League of Nations. Since 1920 she has stood 
whQlfc>heaffte^7 behind the League. ^ 

Her primary object will clearly be to do everything 
possible to bring ateut such a measure of disarmament as 
will give reasonable security to every Power alike— to 
Germany no less than to France — through the limitation 
and reduction of those weapons of war which are primarily 
offensive in their character. If every lution felt that 
successful invasion in the first weeks of a war was out of 
the question because its neighbours did not possess the 
means to overthrow its defences by a sudden blow, the 
tension in Europe would be immeasurably lessened, and 
the discussions at Geneva of what revisions must be made 
in the Peace Treaties in order to secure lasting peace would 
be immensely easier. Great Britain’s main object must 
clearly be to bring about such a measure of alhround dis- 
armament as will give the League ideal a chance of strength- 
ening its hold upon Europe. In doing this she will at least 
have a strong moral position. As the Prime Minister 
pointed out on June 29, she has set the example and already 
reduced her own armaments to a dangerously low level 
compared with those of other Powers. Between 1914 
and 1931 the personnel of the Navy has been reduced by 
38 per cent., and the annual expenditure on it, in terms of 
constant purchasing power, by 31 per cent., compared 
with an increase in net expenditure of over 80 per cent, 
in the United States, of over 70 per cent, in Japan, and 
decreases of 8 per cent, in Italy and 17 per cent, m France. 
The Bridih C^monwealth has now 74 fewer capital shi^s 
than at the outbreak of wu, 72 fewer cruisers, abimt 
250 fewer destroyers and torpedo-boats, and 40 fewet 
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Tlic PditiaU FoiflididBm fof DiiannaixM»t 
The eipeiidi«»te <m ^ Amf -ha* renw^ 
the «ne, » termt oi filed purche^ 
pmcr, hut die man-etrefigjh b*$ beca leduead by 37^ 
to 148^00. .... 

Bet fduteeer the ontcome of each aa imtiatiw may »e 
Great Jkitata and the Britieh Commonwealth aa a wholi 
are likely to be ocmfronted by alteniative proposal*, th< 
tnawer to which may require a good deal of taught. If, foi 
i nyf France makes up her mind that the timehas com< 
to find a new ionndation for her own and for European 
•ecurity, the basis <rf that alternative is likely to be the Genevi 
Protoed of 1914 — arbitration, disarmament, and security-^ 
which means a British guarantee to co-operate mUitarU; 
against any Power which attempts to alter the treaty settfe- 
ment by other than peaceful methods. What is to be Great 
Britrin's answer 1 Hitherto she has refused to associate 
herself with the French system of hegemony, and she has 
limited her European commitments to those created by the 
Locarno treaties and Article 16 of the Covenant. These 
have not, however, satisfied France. Are we prepared to go 
further ? Our answer in the past has been that we would 
refuse any further commitment, and it is obvious that we 
will continue to do so as long as France claims mili tary 
preponderance, or Europe is armed as she is to-day. Great 
Britain clearly vriJl not undertake the role of policeman 
in an armed world. Even if she tried to do so she could 
not keep the peace. She would only be dragged into a war 
whenever any European Power liked to surt one — i 
war in which she would run the risk of conflict with the 
United Sute* m weU. If Great Britain is to undertake 
todealvigmoualy with an aggressor, the necessary conditions 
must be that European, including French, armaments are 
reduced to the police level aU round, that the United States 
win at kuat acquiesce in action taken under Articles 10 
and 16 of the Covenant and the Locarno Treaties, and 
that the Peace Treaties have been revised by general con- 
tent and so form a stable base for European peace. 
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Brithk Potidoii 

mui <»#b«r teluaaital deeincm «1 m» au^ be ceifed 
WpOB to va3t» il tbe Coherence fult an4 %vcmfc de&Btdl]r 
towards a new balance of n^aiy power and 
another war. In that event, unless all hiatory- is to be bdied, 
Great Britain will and should divest herself of every kind of 
miEtaiy commitment in though she wonld conrinne 

to cooperate in all the pacific activities of the League of 
Nations. Europe has to choose between two alternatives. 
Either she will b^me a commuiuty of disarn^ed States using 
the Iieague 83 rstem as the means of dealing with interxu^orul 
proUems frcun the standpoint of reason and justice, or she 
mil split into two great armed combinations, which ma^ 
use the League as a useful piece of diplomatic machineiy, 
but which will really rely upon their own military strength 
— Macbtpolitik — ^to give them security, and to impose their 
own solutions of international disputes upon the world, 
or to prevent the adoption of solutions which do not 
suit themselves. Of the first system Great Britain, with the 
Commonwealth, can be an ardent and convinced supporter. 
Of the second she cannot. If it is adopted she will doubtless 
continue to do her best to settle disputes peacefully, but 
she will resume — and she ought to resume — complete free- 
dom to decide whether she will intervene or not in the 
event of a European war. If the true League system fails, 
and that is what is really at stake in the Disarmament 
Conference, the British Commonwealth will do more for 
its own security and for world peace by standing outside all 
military commitments in Europe — including those imposed 
at Locarno — and by acting in unison with the United States 
as an independent Power; doing ^ utmost to bring an^ 
war to an end on r^onable terms by whatever methods 
may seem best at the time, than by entering into obligations 
which will force it to participate in every war, however it 
arises and whatever its purpose. 
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SHANGHAI 


Natmbc, .9. W 

Obr tke M»«icipal Counal rf Stogto to W to 
of Mr. J.«i« F«.Iub, of th. S»4 
BcbcL ** Faced by the acute problem of reform in the 
Settlement,” the Municipal Council “ urgently needed the 
immediate aid of an adviacr free from previous commit- 
mentt or biaa, who combined judicial with mumcipal and 
politkat experience. . . Your Government,” so the cable 
proceeded, ** as the most detached from Far Eastern con- 
troversiet, is exceptionally situated to render this aid in 
unravehing the knot at the centre of China's tangled relations 
vsitb foreign Foteers. The Council by unanimous vote, 
jflfl iftliwg American, British, Chinese and Japanese mem- 
bers, respectfully invites your immediate aid.”* The 
italics are ours. Wth the Judge’s report before us we 
can now see what the Council meant by the words we have 
thus emphasised. 

I. China and the West 


C^ctmtinent by forests, mountains, deserts and ice, but 
so fertile and w^ watered that it is able to support nearly 
a quarter of the world’s population. This quarter ii a 
diitiDct radal group, with brains of the first order, 
hig% indastrious, and excelling in crafts, in literature, 
and in the arts. Before Europe emerged from barbarism, 

* VoL 1, p. a, at Uw Fccduun report. Throoghoat tUi srtkk referenoet 
tp Ik lepoR wiB be giren in footsotei, indiciting the vtdome and page. 
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Wm 

^eOfouewcxe a milled pecq^widkai aoddl vtnictttte 
baled m ^ ^tem and cooditciud ia «ccorda&M 

ari^ * xeeogftiied code of good maaaeM. Wlb^ Rome 
aias a rqmbfic tlu^ were ocganised as an empire govenmd 
% att aim>ofat through a hiorardijr of ichokri, a 
calcplated to perpetuate rather than to advance the kM 
of mkhttre already attained. So vast was this coitared and 
otgaoued nait t^t China looked on hersdf as the civilised 
wmhL The strange and remote peoples b^nd her 
limits were thought ai as barbarians, who should recognise 
the Emperor of China as lord of the universe. 

On opposite side of the planet there had devdoped 
a civilisation instinct with an idea, first conceived and 
applied in Greece — ^the most dynamic idea that has ever 
dawned on human minds. 'Ihere, men were conceived as 
subject, not to some ruler dinnely appointed, but ouly 
to the collective authority of the local community of which 
they were members, expressed in the form of ascertainable 
laws derived from the reasoned experience of the 
people themselves. For more than two thousand years 
western dvilisatitm has been slowly translating this basic 
idea into institutions. Ways hare been found of moulding 
the law in accordance with general experience, of con- 
trdling the public purse and of making rulers accountable 
for thdr acts and obedient to law. That freedom of public 
discussion in which alone the rule of law can survive has 
been firmly established. The principal means to those 
ends were dected assemblies and also courts in which laws, 
not executive orders, were supreme. 

The rule of law, by reducing the element of nncertainty 
in human affairs, promotes enterprise. It was no coinci- 
dence that rile Angilo-Saxon people, who had carried the 
principle birthest, excelled in commerce. China was 
brought into touch with a dvilisation, the essence of which 
was strange to her people, largdy by British and American 
traders. The result can be seen in the present tangle of 
China*i relations with the rest of the world. 
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IL Tbe Fouicm SirrLEMwn at 


L et a* now Kt how Shansi aune to be th^ l*Srt «l 
the centre of thit tangle. < 

The Court at Peking wanted no commerce with EnfUfie ; 
hot European merchants were suffered to trade at Canton 
under close restraint upon their personal libertf, on the 
theoiy that the duties they paid were tribute rendered bf 
subject races to the lord of the world. In 1839, 
breakdown of this arrangement led to war between England 
and China, which was ended on August *9, 184a, by the 
Treaty of Nanking, a peace dictated on the deck of a 
battleship lying off that city in the Yangtze river. Under 
its terms British subjects in China acquired the right to 
Kve and trade at five ports, including Canton. They were 
not to be subject to Chinese law, but only to their own 
as administered by their consuls, Th^ thus acquired 
extra-territorial rights, often described as “ eitrality.” 

The French and American Governments, and later a 
number of other Powers, hastened to make treaties vrith 
China under which they acquired aU rights granted by 
treaty to “ the most favoured nation.” 

Consuls were appointed to the five treaty ports, the 
number of which was afterwards increased. In most of 
these ports the consuls obtained from the Chinese Goyern- 
ment areas, known as « concessions ”, as homes for their 
Th.Kconc.noo. 

^le.^ to foragn Power, whoK local con.ul dien 
JdS- »**!.*”• Mtionals, established a court to 

an Enelidi conceirion aa well,aa 

« £n^ concern wa. e.uhU.hed. At Hankow See. 

'«*>< ‘“rag" concoran, have eiined aide 
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^ fole moqp^im > pork mi^ iiii»ai& 
Ypi^l^ wliklk WM) to {»o««iii(nw laporuot 

tlw odu^ J^or tlw Yutgtfie 4 ra&M 750^000 
^ pilo*» ooe ball Chma proper. More Uuui one- 

leffitit Kuaumsy— raae i£k;>«o^ooo iadustrioas fcdle^ 

coav^ thdr produce down this artory.* A thousand 
Bi^es htm its month* steamdiips collect the ipercbandise 
farooght to its waters in junks and barges down* tributaries, 
creeks and canals. If the Mississippi and St. Lawrence 
met to discharge their wraters through the estuary of the 
Hudson river, the position of New York would, in point 
of natural advantages, be comparable with that of Shanghai, 
which may yet become the greatest city that the world 
has seen. 

The old Chinese city of Shanghai sunds on the left 
bank of the Whangpoo, which flows for sixteen miles 
through mud 6ats to the estuary of the Yangtze, and is 
tidal for a long distance above S^nghai. A channel deep 
enough for any ships which existed in 1842 is swept by 
the constant rush of the tide. It is now deepened by 
dredging, so that vessels of any tonnage can lie in the 
stream, which at Shanghai is 500 feet wider than the Thames 
opposite London, t 

Captain Balfour, the first British consul at Shanghai, 
failed to persuade the Taotai, the Chinese official in charge, 
to grant a concession. As a compromise, 138 acres 
(marked A on the plan atuched to this article) were 
reserved on the left bank of the river below the Chinese 
dty, where British subjects might purchase land from the 
peasants, which was not thereafter to be sold or let to 
Chinese^ Titles subject to a quit rent were issued by 
the Taotai, through the consul, and were registered at 
the consulate.! 

In 1845, Land Regulations were jointly eiucted by the 
consul and the TaotaL “Three upright merchants” 



men tppoiiited by the Bridih cossul to 
rani^pil effairt of the Settlement.* Lttjerj an Amelllattl^ 
purchaied aome land in thia area. Ifia conanl 
on regittering the title, and the British consul ace^fili# 
the porition. Other conaola followed tlte Americnl 
example. The area reserved for the British was thus 
transformed into a settlement in which all narions widh 
extra-territorial rights stood, in law, on a footing of 
equality.! A separate area (i on the plan) between the 
Chinese city and the International Settlement was reserved 
hr the French,! 

III. Chinese in the Settlements 


T WO centuries before this time the Manchus had 
conquered and extinguished the native dynasty of 
the Mings. When in 1842 the Manchu dynasty 
accepted defeat at the hands of barbarians its prestige in 
China was profoundly shaken. One result was the Taiping 
rebellion, which broke out in 1851 and presently sub- 
merged the country south of the Yangtze. For ten years 
Nanking was the seat of the rebel government ; but it 
nc%cr acquired a leader with any political sense, and its 
troops degenerated into bandits. The Settlements were 
held inviolate, against rebel and imperial forces alike, by 
he foreign residents in arms, supported by parties landed 

r ■ ™ *' r”" * 
r*°"; S'””! 



ii^^^iiivt^Mjliiii.* HiM^ScliilbniQalk cune t m 
jlw^liMtoMig mm^btf of €3ilteib te^cbnu Sot 
nA^te fflffoaiaBeat, in OuiMse tonitor^, • liaiiiiS«d of 
|bl^pi,»Cffdbat« became ceapoanble. Tbe loienuticnal 
Setstieaiiettt wm csontams 971*397 Chinese and 9^965 
lotdgBert* and the French Settlement .491,885 Clunese 
imd ia,33S SoreigiMiT8.t ' 

Hua explains whf the areas of both Igettkisents have 
been greaUx extended by four successive additiods. Hie 
IntemadoEud Settlement now includes 8*6 square miles 
and the French Settlement 3*94 square miles. But even 
so they cannot contain half the people attracted to the 
neighbourhood of the port by its growing prosperity. 
1,689,100 Chinese are housed in suburbs surrounding t^ 
Settlements. For the government of these suburbs, 
including the old city, *‘the Chinese Municipality of 
Greater Shanghai ** was created in July, 1927.^ It covers 
320 square miles surrounding the port, an area much larger 
than shown on the plan attached to this article. This 
vast muascipal area is ruled by a mayor appointed by the 
Government at Nanking. The entire community surround- 
ing the port is thus upwards of 3,000,000 people, who are 
parcelled out between three authorities, two European and 
oae Chinese. 

So great was the pressure on space in the Settlements 
that a number of Europeans have taken to living beyond 
their limits under rather peculiar conditions. In the 
Taiping rebellion Gordon had projected mibtary roa^ 
from the Settlements, which after dm war the Municipal 
CoutKil took over. In later years the Council began to 
build roads from the Settlement into the country beyond 
by purchasing ground for the road-beds and also for parks. 
The landowners were always glad to sell because the new 
roads and parks enhanced the value of their unsold property. 
These roads are shown on the jdan to ^e west 

•Vol.I,p. 34. 
coca 


tVol,I,p.i7. 
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Kbuigiiii 

mi wtli of tlie Setffciwaa. Tte 
iandi g ao ra fivkif •bof tbsm » 9»S0^- *ae Halli- 
es €b«iic 3 0# the latcmitkmal Setdemait oww 
•wi adniaiMcn 48 ibOm of road and aereral pifb, whidl 
lie cartaide ha own jnriadktioii awl m that of the ma)>or 
of Greater ^an^t.* The con6ktmg datms of the 
foreign cooncil and the Chinese mayor to police th^ roads 
k frang^ with danger, and a standing canse of friction. 

The flight of Chinese from the rebels into the Inter- 
national Settkinent created a problem which coold scarcely 
he handled by “ three upright merchants " appointed by 
the British consul. In albwing the consuls of other 
tuitions to exercise in the Settlement a jurisdiction equal 
to his own, the British consul had lost the right to arrange 
for its government with the Taotai in a conference of two. 
So in 1854 a meeting of the land-renters, summoned to meet 
the British, American and French consuls, framed regula- 
tions under which the land-renters were to elect repre- 
sentatives who should organise a police force, provide 
municipal services and impose the necessary taxation.f 

The validity of these regulations was open to question 
by nationali other than British, American and French.:^ 
Many other defects were revealed by experience, and in 
1866 a revised constitution (in the shape of new Land 
Regulations) was produced in Shanghai. In this draft the 
English and French areas were included as one municipal 
whole.} A propoul that delegates should be elected' by 
native guilds, for consultation on matters affecting Chinese 
residents, was discussed, but was dropped for reasons 
which cannot now be explained. The draft regulations 
wwe forwarded by the consuls to the foreign Ministers in 
Pddag, but years vrere to pass before they all agreed. 
When in 18^ the Land Regulations had been finally 
approved by the Ministers, the provisi<»i8 for Chinese 
repRsenUtkm had diaappearedK ^d the French had 


•V^m.pp.,.033. 

I Vfll I, p. j7. 
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jIMMieonfal* , . . ^ - 

{ tinder ^^bew RegnlaittpiM* foreign owalaig oi* 

pe^bertf oi a cemin valoe witlik tlie 4 Settleinait 
weiK emitl^ to elect a nmnidpal cMioeil of nifie. 'Tfoa 
oeancil waa entrusted with the task of admmiaterin^ the 
affairs ol the Settlement. Its accounts and its budget 
had to be submitted for approval to a meeting ol the foreign 
electors^ This meeting of electors had exclusive power to 
impose certain sped Bed taxes, and also to approve bye-laws 
for the better enforcement of the I<and Regulations. But 
bye-laws passed by the meeting of electors, to become 
valid, must be sanctioned by the Ministers of Powers in 
treaty with China.* 

Any constitution is bound to reveal defects when put 
into actual working, especially when the community for 
which it is framed is rapidly growing and changing. The 
council of nine, with a heavy and continuous burden resting 
upon them, developed a higher sense of responsibility than 
the voters in their annual meeting. The council could 
realise the importance of giving the Chinese majority some 
voice in public affairs, and also a proportionate share of the 
benefits to the cost of which they had to contribute. But 
the council’s proposab for reform were too often negatived 
by the public meeting, or frustrated by the absence of a 
quorum. When reforms had received the approval of the 
public meeting they had then to run the gauntlet of the 
Minbters at Peking.t The result has been that, apart from 
a few amendments approved in 1899, the municipal 
constitution remained rigid and unaltered, as it was drafted 
in 18664 till changes were forced by the cataclysm of 
*9*5. 

From the outbreak of the Taiping rebellion till 192^ the 
task of maintaining order in the greatest of Chinese cities 
lay wkh a handful of foreign merchants. In the area 
reserved for the Brituh in 1B43, the Britbh Government 
•V<J. I, p. 84. t VoL I, p. 123. tVol I. p. 6». 
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•toad on exsctty tlte ume footing, in int«niuitiQais4^liil|^ 
Svneden, Srazil or any other of the Treaty Powe^ ’ 
actnal hurt contxd for the most part lay with the 
who owned moat of the property. From 1890 to 
the Council normally consisted of seven Brityfi 
one American and one German, who after 1914 was Fe|daced 
bf a knssiaD. A Japanese member was first elected in 
1916. From 1927 to 1930 there were five British, two 
American and two Japanese members.* Thus^ ^foie 
Chinese members were included in 1928, the British always 
had a majority. Through the consuls, the British Minister 
at Peking had direct control of the British concessions in 
other Treaty Ports. In the International Settlement at 
Shanghai he lacked such control. There was no guarantee 
that measures taken by the British majority and their 
ofiicers to govern a large and turbulent Chinese community 
there would harmonise with the aims of policy as seen from 
the wider standpoint of Peking. Yet Shanghai, not Peking, 
was the real focus of China’s relations with the rest of the 
world. In the distant legations the problems that 
Municipal Council were imperfectly 


Apart from the yield of their normal trade, wealth from 
all over China seeb the relative security of the Settlements : 
and where riches collect, criminals gather as wasps tohoney. 
^nghat IS also the principal centre of illicit traffic in 
^lum, which breeds criminal organisations as ruthless 
.» th«c which eiui ,0 (n.8tme prohibition in 
I. no c, .rc the (oUcc faced b/moro bafSing 


Bri^^anTA!. ■ “d eapeciallj- in 

BnoA an d Amencan nunda, the authotitp behind the 

M^pal Coaned waa law, enforceable through conrta 

r ** ^ 

•"•■AaiuHoam 

' Municipal Council itself could 



Htfl: Julut ‘«ns to Ja^f^pen witen the bulk of the fopolstion 
in ^ latn^itioiiiinSSelft^ was ^Moesel Id l$(^ 
Sir Frederid: Bmce, the British Minister in Peking, con- 
tended dat the anthorit7 of the Municipal Council ip 
Shani^t should “not extend beyond simple municipal 
matters, roads, police and taxes for municipal objects/’ 
He added “ that the Chinese not actually in foreign emplc^ 
shall be wholly under control of Chinese officers as much 
m in the Chinese city.’’* But, as Morse, the American 
historian, wrote : — 


The merchanu resident in Shanghai were more clearly conscious 
than the envoy, on his pinnacle in Peking, of the practical difficulties 
attendant on a strict interpretation of the letter of the treaties, and 
the admission of dual and rival jurisdictions, on a footing of in- 
dependence, within the same area \ 

The remarks of Mr. Justice Fectham on this controvert 
are worth quoting as a permanent contribution to the science 
of practical politics : — 

The contrast between the authority of the Council of the Settle- 
ment and Chinese official authority, as represented by its local 
officer, the Taotai, was the contrast between an authority exercising 
limited powers in accordance with a defined constitution, and subject 
to the control of independent courts of law, and an authority exer- 
cising powers of an arbitrary character, not subject to any defined 
legal limit, which controlled its own courts and was not controlled 
by them. 

It is impossible for arbitrary and unlimited powers and legal and 
limited powers to exist side by side, and to be exercised simul- 
taneously by two independent authorities in the same area and in 
respect to the same persons. The first will inevitably swallow up or 
destroy the second. The Council of the Settlement, if they were 
to exercise any effective control over the Chinese residents, and to 
collect revenue from them, were compelled to insist on restricting 
the power of the Chinese authorities in respect of the Settlement 
portion of the Chinese population, and they seem to have recogmsed 
at a very early date that this was a question of life or death — that 
not only the welfare of Chinese residents, and therefore, also, to a 

•VoLI,p.95. tVol. I,p. 9S. 
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y f f M SfiOWiNG HISTORICAL 



FOREIGN SETTLEMENT. 

A Fiftt deltniutSon of boundaries. Agreement dated 20.9.1846. 

Approx 

fl Foretro Settfemeer. Agreement dated 27.11.19^8 

C Area rongMp defined as included in the “ American Settlement ”Jjy 
agreement between tbe American Contnl-General and the Intendant 
of Orcuit, dated 25th June, |g6j, incorpmrated with the Foreign 
Seiticmeni bjr agreement of aiat S^tember, i86^, and formally 

ddiinited May, 1893 \ 

D Settkmcm Eitenaion, delimited 1899 

Di Settlement Eneniion, delimited 1899 


Acre*. 

138 

33 * 


L309 

1,896 

1,908 


Total Area Foreagn Settlement 


5,583 


The site of the" projected avk Centre,” marked on the pbn, lithe rite leleci! 

linei of projected roedt leadhijj 
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tlieYeiycsitteftceoftluar whole jyitemof governmeotwiiatjitd^!, 

The result of this controversy was a conqpioiiiiae la 
favour of the Municipal Council. Chinese courts weru 
establuhed in the Settlement to try civil and crinunal cams 
in winch Chinese were defendants. On various occasions 
these courts have appeared to give decisions, not on the 
merits of the case, or in accordance with law, but in 
deference to political or administrative pressure from 
outside. But despite these difficulties, which have still 
to be faced, the rule of law in the Settlement was established 
in principle. 

Such a situation could never have lasted as it has for 
some eighty years, were it not for a certain good humour 
and tolerance in the Chinese nature, and the high standard 
of honesty maintained by the foreign oligarchy in the 
International Settlement. Shanghai has been happy in 
the personal integrity of its councillors and is justly proud 
of their record in the matter. f It is now on the whole 
the most promising instance of international co-operation 
whtcli the world has yet produced. 


I\ . Security and Its Consequences 

nr HE enforcement of law in the Settlements depends 
1 in the first instance on the municipal police. The 
nujoruy of constables are stalwart Chinese brought from 
Shantung with a certain number of SiJehs imported from 

Bnurfi, but there are .!«> a few Chinese and Japanese.! 

he Council mauii.i„, a citizen army in which 

tee. which tnclodei companie, of Ruiaiana and also 


* Pp. 98-9. 

750 


tVaLII,p.7,. t Vol.I,p.,57. 



if y 4;^^^ j ^ 

it Ik atarOttgU)^ equi^ifttil vt&M modem 
gtmf ktad AitlioUmol 

mtAx dttf nopaMci ttd^t kam a great deil bf kavkag 
Ma Gkote aad Sltmdn^ to spend a few wedcs ^ 
jutsoakl Settlement. At in aneiait Atliois, Venice or 
Genoa lie would find a dtj and ita civic authodtief alwajrt 
i^rt to tlie tense of danger. 

The anak^ cannot be pressed too far, for the fordgners 
in Shanghai are not wholly dependent on their own 
resources. Warships of foreign nations lie moored in the 
river c^posite the principal banks, which store in their 
vaults the greatest accumulation of treasure in China. 
Whenever serioas danger has threatened, Great Britain has 
sent forces strong enough to protect the Settlement, and 
others have followed her example. The Treaty Powers 
have thus shown their readiness to prevent the Settlements 
from becoming the battleground of forces contending for 
nusteiy in China. 

The Government at Nanking keeps its balances in the 
International Settlement of Shanghai. The largest mint 
in the world has been built ]ust beyond its boundary. But 
the only entrance to the mint is by a bridge over the 
Soochow Creek from the International Settlement, and this 
bridge is guarded 1^ the Settlement police. The Settle- 
ments in fact are the only financial anchorage for a Chinese 
Government which is trying to establish itself on a perma- 
nent and constitutional footing. In times of commotion 
a Tuchun who seized the treasure in the Settlements would 
dominate China so long as the plunder lasted, and would 
also niia her foreign trade. 

Within these few square miles on the banks of the 
Whangpoo society is genuindy based on the rule of law.f 
Nei^r land nor goods are liable to confiscation, as else- 
where in China. Taxes are collected according to law to 

* Vol I, p. 155. f ViJ. II, p. 71. 
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«cettlwr«4titfefiMia>ofapQbHshc(lbudget. ExpeoditiiK 
if i^iicct to a rfgnlar audit. There are f^om tom arbi- 
tnif arrtit, proper taniutioo and effici«it pdke. The 
peeM ia not Ual^ to cenaorthip or fupprcftion. PabKc 
aCatrf can be and are publicly diKuiied— the only condition 
open which the Mipremacy of law can ever be maintained. 
Shanghai and iti diploiMtk counterpart, the Legation 
quarter at Peking, are almost the on^ apertures through 
which unceniored news about China can be published to 
the world. 

The fact that Shanghai is the economic centre of China 
is due to something betides its place on the map. The 
physical conditions required for a port near the mouth of 
the Yangtre artery could be found at a number of places, 
notably at Nanking and Pukow.* Appended to the 
Feetham report arc Kverai memoranda from Chambers of 
Commerce and Bankers Associations,! which clearly show 
that the special prosperity of Shanghai it due to the rule of 
law established in the Settlements. These Settlements are 
the banking centre of China. J Within their limits are 
10 branches of foreign banks, 39 Chinese banks of the 
modern type and 70 “ native ” banks. In Greater Shanghai 
there are only 7, and all of them “ native ” banks. Stored 
in the Settlements’ banks arc silver reserves to the value of 
^16,000.000 upon which all the foreign and much of the 
intenutional trade of Chitu depend. An issue of notes 
to the value of ,^50,000, 000, based on this silver securecL 
in Shanglui. circulates widely throughout China.^ The 
banks are prepared to lend at far lower rates on the security 
of goods, building and lands within the Settlements than 
on similar securities beyond their limits. The value of 
j^perty outside the Settlements is at least 20 per cent, 
lower than the value of adjacent property inside them. One 
cttj^s retult may be seen in the fact that in periods of 
widespread disturbance, while property values sink all 
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l%e Weduicss of S^lement Syitem 
over Oiatt, tiiey coatkme to me in ^ Settionents «l 
^tuig&n. 

Tbo tnk of law in these Settlements is in fact the axit 
upon whkfa the economic relations of China with the other 
three^iaarters of humanity turn. Its removal would wwk 
serious injury to foreign trade, but to China herself rain. 
The political aspect of the problem is of greater importance. 
There are those who beUeve that China is doomed to 
perpetual anarchy, and those who insist that unity and 
order can only be restored by another dynasty. These 
** realists ” are men wrapped in the past, whose eyes have 
never been opened to see the world as it now is — of all 
dreamers the most futile and no safer as guides than 
people who walk in their sleep. Dr. Sun Yat-sen was a 
genuine realist when he told his people that order and unity 
could only be maintained through a government responsible 
to themselves. But a government of that nature can never 
be established till a certain number of the people and their 
officers grasp what the rule of law means and absorb the 
idea as a habit of mind.* The Chinese who live in the 
Settlement are rapidly doing this. Their progress has been 
quickened since their own representatives have sat in the 
Council. The truth that popular government must be 
founded on law is spreading from them to the rest of China. 
Ideas are more portable than flags. 


V. The Weakness of the Settlement System 

T hough the Chinese have now been admitted to a 
share in the government of the Settlement, they can 
never forget that the system was forced on China. In spite 
of all the material advantages they have reaped, it is felt 
as a standing insult, and therein lies its weakness. The 
fact that a council, which till lately consisted of nine 
foreigners elected by some hundreds of foreign renters, 
• VoL II, p. i8o. 
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hut e^hBAed a nsflkieBt protectkm agatoat citU distub ■ 
anc^ crifiic and ^teate in a great sea-port wbicb is maiidp 
CSiiaese it an abnost incredible achievement. But the 
sfstem is too much fran^t with dangers and anomalies to 
last. It costs money, and while the Chinese ratepayers 
were far tome niuneroai and, in the aggr^te, contributed 
more of the rcvenoe than the foreigners, they had till lately 
no representation and thus no guarantee that they would 
receive their fair share of such amenities as hospiuls, schools 
and parks.* The one factor that unites the whole of China, 
North and South, including the Chinese in Shanghai, is 
resentment against the “ unequal treaties.” It was this 
resentment which started the 'laiping rebellion, led to the 
Bkjjter rising in Kyjo, and in 1911 dethroned the Manchu 
dynasty, whose weakness and incompetence had exposed 
China to these and other indignities at the hands of the 
foreign Powers. 


A factor, less obvious but more potent than hatred of 
foreigners, was the influence of foreign ideas. The 
educated class, who had studied in missionary schools and 
foreign universities, lost the beliefs which for ages had 
supported dynastic government in China. Graduates of 
a modern university find it hard to believe that the govern- 
ment o( a whole nation is divinely entrusted to a single 
family. In matters like these a few thousand intellectuals 
wield more influence than raiUions of iUiteratc peasants 
In China the revolution of 1911 did more than dethrone a - 
particular dynasty. It ended the ancient and traditional 
•ystem of government. 


Sun Yat-sen, the leader who inspired this revolution was 

Oevot^ to China and whoUy disinterested, he was Sssed 
at a viwonary by officuli, foreign and native, and also by 
J^ru^ata ; ao the world at large regarded him a, 

H.S taaical errors supported that view; but in fundamentals 
the man was . reaUst. He «iw that western 


• VgLlI.p.9,. 
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Tbe Weikness <if IlMs^Sj^emeiit Syttem 

(iestnifsd ^ looiidatkmg d mo&ardi^ itt Ch^, aM tbst 
pefdax govemmeBt waa the only dtntfalft altaimadve. 
B«t hi reafiaed hovr difficult it is for people long rtdediiy 
a de^jodam to acquire the art of governing themsehrea, and 
devi^ a plan ^^ch, as he hoped, would help them 
through the transition. His organisation, the Knomintang 
party, was to take charge of the revolution and unite China 
under a government strong enough to keep the peace. A 
period of tutelage was to follow, during which the party, 
while controlling the government meanwhile, was to train 
the people in the art of governing themselves. The defect 
in this project has been ignorance in the tutors of the 
principles that Sun Yat-sen taught them and expected them 
to teach. The party too often thinks and acts as though 
it were the dynasty in commission. 

In 1911 when the Manchu dynasty coUapsed, Dr. Sun 
effaced himself and invited Yuan Shi-kai to become president 
of the Republic. Yuan accepted the invitation, in his 
heart believing that no system of government was possible 
for China but a military autocracy. The western Powers, 
who shared his view, helped him with loans to establish 
his rule. During the war of 1914-18, when their hands 
were full, he announced his intention of ascending the 
throne. But his courage failed him at the last moment, 
and when he died he left China a prey to the soldiers whom 
he had trained to support his pretensions. The country 
is scourged with them still. 

Dr. Sun realised the need of foreign help and advice in 
his formidable task. From England and America he sought 
it in vain, for his character as a visionary stood in his way. 
The Powers of Europe had put their money on Yuan 
Shi-kai. In 1923 Dr. Sun was offered the help he so sorely 
needed by Soviet Russia, and accepted the offer, though 
fully alive to the danger that Russia would use China as a 
pawn in her scheme for world revolution. On March 12, 
1925, he died of cancer. 

In Russian eyes, England was the champion of capitalism, 
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^aagiuu 

Mid dbe *rdw»j»preiK)r <rf weaker oations. It atiited bodi 
Rauis ital the Kaominung to have titmble with Eogbiid^ 
Mid Shaoghai mi the likelieit place to have it. To the 
mtodi ot pdke dBdali in the foreign Settlement the talk of 
mainuining order in the streets was more present than the 
wider political reactions that might follow the measures 
they took. The catastrophe came on May 30, 1925, when 
the polke of the International Settlement opened fire on 
a mob of riotous students. The immediate result was a 
wave of resentment throughout China and a boycott which 
dealt a staggering blow to British trade. In Shanghai the 
relationi of British and Chinese had never been so tense. 


The Municipal Council, taught by their heavy responsi- 
bilities, were the first to realise the importance of friendly 
relations with the Chinese. They had done their best to 
repair the fatal mistake made when provision for Chinese 
representation was omitted from the Land Regulations. 
But their efforts were frustrated by the rigid character of 
those regulations. Nothing could be done without the 
consent of the foreign land-renters in public meetings, and 
these meetings were dominated by men who lacked the 
experience of those who sat on the Council. 


The events of May 30, 1925, led to a grave situation, 
and wiser counsels began to prevail. At the annual meeting 
of t^ ratepayers in April, 1926, Mr. Fessenden, an Ameri- 
can lawyer who was chairman of the Council, was authorised 
to take the steps necessary to add three Chinese representa- 
tives to the Council. The Ministers at Peking acquiesced, 
but the Chinese ratepayers in Shanghai were unwilling 
to accept so small a representation. The matter was 
compr^iscd by an offer from the Council to co-opt six 

ttrcc Chin^ coiinciUoi. tool thoir Kiu on April », 1028 
TJt eqicnmtnt ms so sncctssful Out two more mre 
m .,,0. The ^oui . ,p„,elp-,tt.„ded meeting 
•<m^^rs to tins messute m. overcome bv f 
snd Isrje, meetmg, which mversed the 



Gcnens of ^^Pedham Report 

l>]r 4jt efgnrhdming nuijdittf. Hie Consol 
mm coiiditi sf two Amerkas, five Bxlksii, five Chinese 
and two Japanese Bieinbers, in all 14. Hus change has led 
to a mtrhed impiOvemeSt in radal relations, and to gederal 
regpret that it was not effected years before. 

VI. GtNfsis or THE Feetham Report. 

S teps had been taken meanwhile to grapple with the 
problem as a whole. The Institute of Pacific Relations 
had inaugurated biennial conferences at Honolulu. To the 
second conference, in 1927, a party from Great Britain was 
invited, and Shanghai was one of the subjects discussed. 
In the course of this discussion, Professor Hornbcck, one 
of the American party, suggested that discussion would be 
more profitable if a careful survey were made of the whole 
municipal problem in Shanghai. A seed was thus dropped 
which was destined to germinate. In 1929 a third con- 
ference was held at Kyoto. At the last moment a dedre 
was expressed that some spokesman from the fordgn 
community in Shanghai should be present, and at the 
suggestion of the chairman of the Council, Mr. Jerome 
Green, the leader of the American delegation, invited 
Mr. Fessenden, who now held the position of general 
administrator to the Municipal Council, to attend as 
one of the American group. Upon his arrival, Mr. 
Fessenden announced the intention of his Council to 
invite some independent person with the necessary munici- 
pal, political and judicial experience, but with no previous 
bias, to survey the problem and advise the Council how 
it should be solved. Soon after his return to Shanghai, 
the Council, supported by its Chinese members, appealed 
to General Hertzog in South Africa to lend them the 
services of Mr. Justice Feetham. General Hertzog 
promptly responded, and the Judge arrived in Shanghai at 
the end of January, 1930. After eighteen months' laborious 
UHH 757 
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enmtiry, three initalmcnti of his report here now 
issued and a fourth, dealing with points of detail, is to be 
pubUsbed shortly. The first is a survey of the problem, 
^ leading features of which we have tried to outline in 
this artkle. A few days before the arrival of Mr. Justice 
Fcetham in China, an Indian Nationalist, Dr. Datta, a 
close associate of Mr. Gandhi and now a member of the 
Round Table Conference, set down the impressi^s he had 
formed after a tour through the country. His letter is 
appended to this article in order that the reader may com- 
pare the conclusions formed by an Asiatic observer with 
those subsequently reached by the Judge after eighteen 
months’ intensive enquiry. We now come to the Judge’s 
recommendations contained in the second and third 
instalments of his report. 


V II. The Recommendations 

A S the Judge points out, the whole intricate problem 
arises from treaties made between China and a number 
of Powers. Of these, the most vitally concerned are Great 
Britain, Japan, France, and the United States. Such a 
tangle tan only be unravelled in conference between them. 
He advises that the foreign Powers should at the outset 
rcci>gni#e that the goal to be aimed at is rendition of the 
Settlement to the Chinese, “ followed by the grant by the 
Chinese CJovcrnincnt of a Charter conferring rights of 
l(xal self-government on the inhabitants of the Settlement — 
(tweign and CKincsc—whcther as a separate self-governing 
unit (>r as part of a larger whole.”* 

■[•hr present Settlement regime, as esubUshed under the Land 
Regulations should be tnainuined on the basis of increasing co- 
operation between the foreign and Chinese communities, and such 
constitutional rhanges should be introduced as are necessary for 
the purpose of enabUng the Chinese to participate cfiectivciy in the 
• Vol. II, p. 139. 
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The Re oi fa ti t ieii ciations 

the i»eteBt 

ifittmt and of thoft p4v^ the wtf m the tventnaleitaMtshn^t oit 
a jpew (yitem baaed oti> a ctiartee. granted bjr the National Govern- 
ment.* 

As ste^ to tlib ultimate goal, Mr. Justice Feetkam 
suggesta the foUoWing practical reforms.t 
The Chinese members should be more in number than 
those of any other single nationality. { Alternative en- 
largements of the Council to effect this purpose are shown 
in the following table : — § 

Elected by 
chambers of 
commerce 



Elected by 
vote of 
ratepayers. 

or similar 
national 
bodies. 

Total. 

Council of 22 members — 

Foreigners . . 

9 

5 

H 

Chinese 

5 

3 

8 

Council of 25 members — 

Foreigners.. 

9 

7 

t6 

Chinese 

5 

4 

9 

Council of 28 members — 

Foreigners . , 

9 

9 

18 

Chinese 

5 

5 

10 


Councillors in future should hold office for two years 
instead of one, so that half the Council would be re-elected 
annually. These elections should take place after the 
annual meeting of ratepayers. An election law should be 
introduced, containing the usual safeguards against corrup- 
tion, etc., and providing for vote by ballot. || 

In addition to the annual meeting of foreign ratepayers, 
there should also be an annual meeting of Chinese rate- 
payers, chosen in accordance wth a scheme approved 
by the Council on the recommendation of the Chinese 
*Vol. II, p. 140. 

t The highly condemed summary which follows is by no means exhaustive 
of the recommendatioas contained in Voli. II, III and IV of the report. 
t VoL II, p. 181. § Vol. II, p. 194. II Vol. ir, pp. 188-^. 
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memben. The meeting of foreign mtqjtyew irookl continse 
u ft present, ontil it hm approved a s^eme for a smaller 
reprcsentatiire body sobmitted by the Council. The 
budget and other resolutions would then be submitted to 
both meetings. Should they concur, their joint decision 
would be binding on the Council. In the event of 
their differing, the resolutions would be advisory only, 
and the final decision would rest with the Council. The 


two meetings might elect separate auditors if they could 
not agree on a single one.* A special committee represent- 
ing the various nationalities and standing committees on 
the Council should be constituted to advise on the engage- 
ment or dismissal of senior officials.! 


rhe Council should have power to make bye-laws 
without submitting them to the approval of the ratepayers 
m meeting. But proposed bye-laws should first be 
published for public criticism, and should then be discussed 
by the Council in a public session held for this legislative 
purpose. t The Council should also have power to make 
bye-laws for the purpose of applying Chinese laws in the 
bctflcmcnts, subject to such modifications as circumstances 
might require. A body of six or nine persons should be 
constituted to confirm bye-laws passed by the Council 
At least ..nc-^ird of its members should be nominated by 
the Chinese Government, while the rest should represent 
the group of foreign consuls in Shanghai.^ 
rhe general and exclusive character of the Council’s 

r;™'" “ >!■« s„,i™,„, b. 

<l0« .n .nmprcbcMuc and OMmbijp,™ 
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Kfctliid^llf H^vuioa 

«t etuMisliiitg jornt mstitattcnu with t&bse authorities ;* 
()) at creating an authority consisrihg of' representatives 

the three areas, to the costs of which it should contribute 
on the basis of rateable value.t In pursuance of this 
policy the Municipal Council should s^k to obtain from 
the mayor of Greater Shanghai delegated authority to 
enable it to exercise effective administrative control over the 
external roads and the land and properties fronting on such 
roads, or to which access is obtained from such roads. 
The Council should have power to tax these propenies, 
and pay part of the proceeds to the municipal government 
of Greater Shanghai to meet the cost of administering 
the undeveloped rural regions lying between the roads. 
These areas should be developed in accordance with town- 
planning schemes prepared by the two authorities in 
consultation. 

These arrangements should lead on to the creation of a 
new authority to administer the areas covered by the 
outside roads, consisting of : (i) nominees of the mayor 
of Greater Shanghai ,* (z) nominees of the Council ; (3) 
representatives of the residents and property owners, 
foreign and Chinese, of the areas concerned. A charter 
might be granted to this body by the National Govern- 
ment, thus opening the way to the formulation of a general 
charter for Shanghai, when the time for rendition has 
arrived. 


VIII. Method of Revision 

A S noted above, Mr. Justice Feetham considers that a 
•■problem so intricate can only be unravelled in a 
conference between the governments of China and those of 
the principal Powers. 

The Settlement, when its position and functions are rightly under- 
stood, means too much to China and to nations trading with China — 

• VoL II, p. 225. t Vol- “h Chapter IV. 
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tad tiwre 
baurd* o 
nuticd to 
tmeroattona! controTcray.* 

He addi an impreuive warning against any attempt to 
fix in advance the period within which the goal of rendition 
can be reached.! Negotiations between the governments 
concerned would be rendered abortive if extremists knew 
that the need for negotiations would close automatically on 
a certain date. The fixture of that date would destroy the 
sense of security that has made Shanghai the economic 
centre of China.* 

“Any failure to maintain law and order in Shanghai, 
which proved sufficiently serious to interfere with the 
atmosphere of confidence and security essential to the 
conduct of large business operations ” would have far- 
rcaching economic effects in interrupting the flow of 
international and internal trade, and would cripple the 
national Government financially by drying up the sources 
of very nearly one half of its entire customs revenue, a large 
proportion of other revenue, and the bulk of its domestic 
loans. 


loce to the world at latge-io have its affairs left to 
I pi ft ernral and nukethift arrangements, or to be pCT- 
rci^a indefinitely a subject for irritating and incondunve 


W’lilioui giting into further details, it is clear that, in questions 
affening ihc future government of the foreign Settlement, the 
interest* at stake are not only the vested interests of firms and 
individual*, foreign and Chinese, engaged in trade or industry within 
it* limits, and their employees, but general economic interests of a 
far-reaching character, which include the interests of all those 
region* in China for which Shanghai serves as a trading or banking 
centre, the national interests of China as a whole, and the interests 
of other nations according to the var>ing degrees in which they 
share in China’s foreign trade.§ 


On one further point he is equally definite in his view : 

The provisions of the Land Regulations which link the system of 
municipal government with the system of extra-territoriality con- 
stitute to-day eiiential props, which arc necessary for the support 
of the cxming municipal institutions of the Settlement : the Chinese 


• Vol. 11 , pp. 151-2. 
f Voh 11 , pp. 105-6. 
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British the Far East 

«iNi^«fieaw ujwttetpottdmte affocd would 

be aeceMury to mainfiw the lyttem if these props wtfe mthdnwn. 
Partlwr, t^ conditiont of persoasl freedom, and secoritj of life 
and property, whidi have nude it possible hitherto for individuals 
to work dwse institutkMss- by thm personal activities, dther as 
couacmors, voters or officials, are themselves the product of the 
extra-territorial system, and, until the rule of law has l^en established 
in China in such a way as to safeguard effectively the ordinary citizen 
in the* exercise of his personal rights, and the performance of his 
civic duties, abolition of extra-territoriality would destroy the 
vitality of tlw present municipal institutions.* 

IX. British Diplomact in the Far East 

L ord IRWIN has urged that if England can discover 
the true interests of India she will, in doing so, dis- 
cover her own. That statement is founded on the truth 
that the welfare of India is part and parcel of the welfare 
of society as a whole, of which England herself is a part. 
It applies, not only to India, but to the whole field of 
external affairs. But this certainly does not mean that 
British diplomacy can do its duty simply by conceding 
whatever demands are made on it. Lord Irwin, believing 
that responsible government is best for India, has firmly 
refused claims which, if granted, would ruin her credit 
and bankrupt her first responsible government. 

It cannot be said too often that foreign Powers, in 
trying to adjust their relations with China, will find and 
serve their own interests only by seeing and seeking hers. 
But genuine friendship must be guided by ideas more 
constructive than an indolent readiness to gratify popular 
slogans. Throughout the Anglo-Saxon world public 
opinion is deeply anxious to help China along the path to 
responsible government, but needs to be sure that changes 
proposed do not lead in the opposite direction. As 
to how this may be, the darkness in which modern 
diplomacy has shrouded those problems makes it difficult 
to judge. Parliaments and the peoples they represent 
•Vol.II,p.»49. 
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have long been kidcing in vain for any clear goidande from 
tboK on the ipot. 

Mr. Jottice Feetham’g Report is the first clear rift in the 
unokeKreen of secret diplomacy which envelops the Far 
East. If such a report had been published years ago, a 
scries of catastrophes might have been avoided. As it was, 
the whole atmosphere was clouded by ignorance, and there- 
fore poisoned by prejudice, till the British and Chinese 
councillors in Shanghai resolved to institute an impartial 
enquiry. They selected for the purpose a judge who had 
no previous knowledge of the facts upon which he was 
railed to pronounce, and whose findings could not be 
affected by any personal interest of his own. His terms of 


remuneration, fixed at his own request, were that he should 
receive for his services in China the pay and allowances 
which he ceased to draw during his absence from South 
Africa, 'llie detachment from all material influence, which 
a judge worthy of his calling desires, was thus safeguarded, 
1 he respect which he earned from the Chinese community 
III Shanghai was courageously expressed in a farewell speech 
by their sulwart leader, Mr. Yu Ya-ching 
n, Jm,, U, a kadar publiaWd on July a, raised the 
quean,, n why British diplomacy, long quiescent, became so 
»nu.u.lly acn,e at Nanking at the .ery moment when 
Mr. /iwire heetham iva. about to report, and observed sig- 

Cit :o:';r:d;‘ ■“ ™ ^ 


^ke rLtakd f T*“' « 

lingUnJ and Chin "" *■« •” 

I'tsnce and Japan 

conference T ** “ > 

tuch a, ,00k p|a„ at 

conic, ences o,L . “ ‘S'-- I« i> i« >nch 

foreign statesmen can best find how reaUy 
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to kelp tke aord^ atridnai people vi ChMia to merge fim 
cfaeot end achieve order bjr learidog how to govern 
themselyes. 


APPENDIX 

Letter from Dr. S. K. Datta 

Hong Kong, Jamuary 3, 1930. 

My mind has been concerned quite recchtly with the influences 
at work in Asiatic countries which have had sucli a profound influence 
on our outlook as Asiatics — and particularly in the political realm. 
The time is not yet, but some day an Asiatic historian will arise 
who will point out that the most powerful influences have not been 
political dicta whether from the pages of Burke or Macaulay — or 
even the University of Columbia (U.S.A.) — but those institutions 
which the Anglo-Saxon trader considered necessary for his well-being 
and protection. My mind will dwell on these old settlements which 
girt the south-eastern and eastern coasts of the Asiatic continent. 
Bombay, Madras, Calcutta, Malacca, the infection turned the coast 
and Canton cum Hongkong were created, Shanghai, Tientsin, Kobe 
and Yokohama. Every one of the Chinese and Japanese settlements 
had a bund, an Indian word which means the water-bank. These 
settlements needed a few clean streets, a watchman or two, and, thus 
were founded the first municipalities which did not emanate from 
above, but were the expression of the wishes of the small group of 
foreigners, who had certain common concerns such as sanitation, 
pure water, lighting and protection against thieves. In the second 
place a court made its appearance, to do justice between Englishman 
and Englishman, but its prerogatives soon included that of protecting 
the subject from the invasion of his liberties by the executive. 
Indeed, the Calcutta Supreme Court had to be restrained by 
British parliamentary legislation from interfering with the executive 
in the discharge of its legitimate functions. 

Now, as we look back, is it not of significance that since 1884 in 
India nearly 800 municipalities have come into being, and over 
1,200 district and taluq boards and union boards f In other words 
India has to-day over z,ooo of these self-governing bodies — education, 
sanitation, roads, traffic. The expenditure which they control 
amounts to-day in Chinese currency to 500,000,000 Mexican dollars — 
a sum that Mr. Soong, the Nanking Finance Minister, hopes some 
day to collect as the national revenues of the Chinese Republic. 
Is it any wonder that the Congress boycott of legislatures does not 
include municipalities 7 My only regret is that '* security *’ has not 
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. t j hndies for I beUeve that they WW^Afci^ 

*»i MO^C. i. .b«x -ig^ 

iSfnJ (,W<«.-b...« .h.« tke^ti j *!»'y 

Sfc w do. It troold alto ha.e ielped thoK local 

K.P0».ibUilic.. Howcc. let tk. pa... I tkolt -c »>ar 
^ X .rpeat le.»n. have boo. karat, « ata tn the prac... ol 
being learnt. , . i- 

'Fhc rote at a method of control— in other words the parita- 
mentary system. Do you remember the Akali controversy in the 
Punjab which darkened the years 1923-24 *6 ? The Sikhs ill the 
Punjab desired to get control of their sacred shrines, whose endowr- 
memi lud long since passed into the hands of hereditary trustees— 
the abbots and their descendants. The Government refused to 
intervene, saying that they had merely recorded these rights when 
the Punjab was annexed. The Malis adopted “ peaceful ” invasion 
of these properties. Finally, the Government yielded and asked the 
Sikhi if some 200 new Ixidics of trustees could be created. The 
reply was clear : the Sikhs asked that a board of trustees should be 
created consisting of 150 Siklis who should be elected by adult 
suffrage of all Sikhs, both men and women. This proposal was 
inrorpsrated in the Gurdwaras Act and is to-day law. Every three 
years elections arc held in the Punjab ; ballot boxes, electoral rolls, 
rleclion tifficcrs form the apparatus for the creation of a company of 
spiritual trustees — if you like. The other lesson learnt is that of 
the necessity for accounts and audits of public monies. Study 
In-.lijn !ci':«!ati-T. and ncts-e th" fre.'suenr referpnee to Bilb intr.o 
.1 ..r.l b. ll.!..iu a:.J M.^lrui ■ri-.d.s.,rs • ir-.-side 1..: tl.v a,,'.,..r.i 
and audit of religious endowment funds. I mention these cases 
particularly because they concern a domain where the British 
(.lovcrriinent has been afraid to initiate anything; if there has been a 
change it is due to the efforts of non-official members of the legis- 
latures, who have behind them an enlightened public opinion. 

In India it is not merely the municipalities and local bodies which 
have been centres of responsibility and government, but the same 
principles arc being slowly— very slowly it may be— carried into the 
agricultural cti-opcrativc movement. India has to-day 75,000 of 
these bodici-H9o,ooo if you include the Indian States— with a 
membership of over three and a half million. Here heads of families 
have the responsibility of clecung their officers, arranging loans, 
assessing the credit of their fcUow members, conferring with the 
auduor regarding their accounts. 

In the municipalities, district boards and co-operative societies 
there IS real responsibility, not the shadow of it. That is within 
the limits of their responsibilities, hence you never hear of “ throwing 
out the budget in these institutions. 

766 



politic i« Cli^reiv^of apoofte’s 

t**j4«aKKntic ” mofepoiut from; below, wbkb. jy engaging ittelf with 
tim Govenuaeat at tbe top, a^ucb, in tbeoiy at le^, ia antocmtic. 
It if ^t dus battle between two priacipks ; tbey have come into 
conflict. Djrarcby was one metboa hy which the antinomy was to 
be adjusted and, as you say, temporarily a passing stage, , 

Bat I seem to have overlooked the other institution to which I 
refeimd — the law courts. Of ail British institutions in India the 
High Courts have rarely been critidted. They have been used by the 
people and have been looked upon as the bulwarks of their personal 
liberties. Sometimes your countrymen twit us as to our litigious 
practices, but is it not a great tribute to the law courts that they are 
used to the great extent they are ? Sun Yat-sen has said that indivi- 
dual liberty did not matter to us in India ; it has become our most 
prized possession. One hundred and fifty years of British law have 
done this for us. But these early municipal institutions along the 
Asiatic coast gave to the East two other institutions. Often to these 
settlements came Englishmen, quite frequently of shady reputation ; 
drink quite commonly was a weakness from which they suffered. 
They settled down and established a newspaper and no one, not 
even the “ President in Council,” was exempt from their criticism. 
Calcutta had some scurrilous journals. Some of the journalists 
found their way to prison, not for sedition, it is true, but because 
they would not pay their debts. These gentlemen were the 
founders of the “ freedom of the press ” in Asiatic countries. The 
other institution was the right of public meeting. I do not know 
whether you will recollect that even to this day the three cities of 
Calcutta, Madras and Bombay have officers called Sheriffs, nominated 
not by the executive but by the High Courts — now a purely honorary 
appointment, but in the old days, if the British traders desired to 
ventilate a grievance or congratulate a governor they had the right 
to call upon the Sheriff to summon a meeting at the Town Hall. 
This right still continues, the request of the citizens is still called a 
requisition.” From those municipal rights came the notorious 
meetings at which Macaulay was attacked when he wished to 
empower the mofussil (outside the presidency towns) courts to try 
European British subjects, at which Grant, Lieutenant Governor of 
Bengal, when he stood out as the protector of the indigo plantation 
workers agaiust the indigo planters, or later, Ripon and llbert 
were the objects of the scurrilous abuse of the Calcutta box-walla 
when they proposed an amendment of the Criminal Procedure Code 
to permit Indian magistrates to try Europeans. However unfortun- 
ate these attacks were in their violence, yet the lesson was not thrown 
away ; India, too, awoke to the power of the public meeting. Out of 
the llbert controversy came the Indian National Congress. 



flfciuiglifti 

HcM M« bat • itodijr aotet. Some day it miy be potrible 
» faiveftifitc widi aM*re e«e the lutcoieati I have nude. I with I 
had ibe time and leifurc. In the meantime this letter goc* to you. 
f nm c o arl a o e d that in throwing retptmnbility on larger and larger 
nambert td people ** cithentbip ” can alone be learnt. 

My calculation !a that the {ranchiic in India ii at followa 
LcfidstOfM, 1,000,000, munkipaliliei, 8,000,000, total, 16,000,000. 
Bat I may be arroag— e<miiderabty out in my calculationt. Mnnici* 
palitiet and diitrict boarJt hare over thiny thouiand elected 
nnrmbcrt. 


NtrrE 

Accwdini to u announremetit in 7bt 7 mu, rc^iei of the Feetham 
ILepoft are obtainable ihnnigh bcwkielirri from Metirt. John Pook k Co., 
6i, frtKhurcIi Street, K.C.j, I^uodon affrntt of the Shanghai Municipal 
Cooneil 
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tHE CRISIS AND ITS 
BACKGROUND 


W ITH the remorseless march of a Greek tragedy, the 
logic of events is working itself out.. As the depress- 
ion has proceeded on its devastating course, its scope ha# 
progressively widened. It has become world-embracingl 
and, more serious still, its origins are now revealed as 
springing not from the operation of any ordinary trade 
cycle, but from fundamental defects in the financial, 
economic and political structure of the post-war world. 
The point has been reached when it has become evident 
that no single country by its individual efforts can stenv the 
flood which has burst its banks and is threatening to wash 
away the foundations of credit and confidence, upon which 
our modern civilisation is built. By international action 
alone, by the whole-hearted co-operation at least of the 
countries with the largest stakes and the heaviest responsi- 
bilities in preserving the stability of the society of nations, 
can the flood be tamed and Wought back to safe and ordered 
channels. Moreover, it has become patent that economic 
and financial action will no longer suffice to cope with the 
situation, since the prevailing economic and financial 
troubles are in a large measure but the symptoms of deep- 
seated malaise in thfc field of politics. The crisis of July 
1931 is the combined product of the political and economic 
maladjustments under which the world has been labouring 
since its old balance was destroyed in July 1914. No new 
equilibrinm has yet been found. Since the war there has 
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been « lerie. of more or kM violat oecilUtioM. Two or 
thwe feir* *fiO their comparative mildneM ^ the genwal 
adviBce towards recoveiy created the belief that at last 
the fresh babnee was being atmek, that the waters were 

being peacefully canalised in the new channels. The events 

of the last two, years have finally dispelle^.that Ulusbn. 
The climax to which they inexorably led has now demon- 
strated the need for resuting the whole problem and for 
working out its solution systematically from the beginning. 


1. Economic Irtbcratiom since the War / / 

F or a proper understanding of the problem it is first 
of all necessary to realise its setting. The world of 
to-day is very different from the world of 19 I 4 > It has 
made immense strides in integration. By the rapid 
improvement of all sorts of communications its economic 
intercourse has been intensified and internationalised to an 
unprecedented degree. The economic consequences of 
radio-telephony alone are incalculable. The rapidity and 
security of air travel have made international business 
poMible and profitable which would never have been 
contemplated in pre-war times. The perfection of type- 
writing and printing machinery and of the ordinary 
telephone have rendered the exchange and distribution of 
information enormously easier than in the old days. Even' 
the spread of linguistic knowledge and of international 
broadcasting has done much to promote commercial 
intercourse between nations. As a general result, business 
is conducted at much higher pressure. Not only has the 
nervous tension of individuals been thereby sensibly 
increased, but also that of nations. By these mechanical 
inventions international nerve tissues have been multiplied 
and rendered highfy sensitive. Good tidii^ or bad 
tidings fly with tremendous rapidity. The reaction to 
them all over the globe is not only almost insuntaneous, 



EobaiMitie ito'War 

bur «bo> <lKr better ndbirmed Itod more iBr-Tt^idbdng in ttil 
effects, beciose die web of intnittttioffld irdstibns ha^ 
beeoine so dos^ woven and so infinkeljr complicated. 
Ail these things are commonplace enough, but diey can 
hardly be sufficiently emphaaiaed, for their proionhd 
economic bearings are still very inadequately appreciated; 

In the economic sphere, t^n, the world has become a 
highly complex single organism. Damage or weakness 
in one part quickly sends waves of doubt and depression 
vibrating through the whole system, which tend to slow 
down the general rhythm of its commercial circulation. 
A fresh outbreak of civil war in China, a revival of boycotting 
activity in India, a threatened bank failure in Austria, a 
sharp fall in wheat prices in Chicago set nervous currents 
tingling all through the world, stronger or weaker according 
to the actual gravity of the specific event, but all of them 
producing some measure of economic disturbance. Yet 
although this process of integration is clearly producing 
extensive modification in the structure of industry and 
finance, h has gone forward without plan or system. As’ 
yet only a few isolated attempts have been made to establish 
the checks and controls which are necessary to ensure the 
smooth working of any piece of complicated machinery. 
Hitherto the haphazard methods of pre-war times have 
been thought sufficient, but events are now beginning to 
shake the old faith in the blind operation of “ economic 
laws ” as furnishing the best guarantee for universal 
prosperity. As will be seen, conscious attempt^ to guide 
and control economic tendencies are already being under- 
taken in some cases and advocated in others. 

But if there 'has been a powerful movement in the 
direction of integration in the economic sphere, it has not 
been paralleled in the realm of politics. At a time when the 
currents of trade and finance were beginning to flow more 
abundantly than at any previous time, they found them- 
selves barred ,by kinds of new political obstacles from 
carving out the new and broader channels whkh 
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oeeded. TTle efert of the Peace Treaty waa in the dire©- 
tton ftot of integratiiif the economic life of Eorope* bat 
of farther disintegrating it. At a time ohen international 
tatcrcoorse was inevitably becoming cloaer, econondf: 
nationalism was raising freih barriers m its path. The new 
States of central and eastern Europe attempted to foster 
indastries which could not flourish on a purely economic 
basis, inspired partly by motives of national defence, 
partly by the behef that industries, however artihcial 
their foundation, were somehow a source of national 
strength and prestige. Hence they sought to buttress 
industrial enterprise by tariffs, subsidies and prohibitions, 
odiich ran counter to the natural tendency towards closer 
and more widespread international commerce. This 


contradictory phenomenon was by no means coniined to 
Europe. Countries like Canada, South Africa and Aus- 
tralia with small populations deriving the greater part of 
their wealth from the export of raw materials and foodstuffs, 
piweeded likewise to develop home industries behind 
tariff walls of increasing elevation on the supposition that 
t^y could continue to sell their wheat, fruit, wool and 
hides on sn even larger scale than before the war, while at 
the same time reserving their home markets to their own 
manufacturers. A yet more striking example of the same 
filth ^ furnished by the United States. In pre-war 
«n excess of exports over imports with 
to iKo cpital and pay the Intetea, on her 

*b a to E»ope Alter the war the aitnation was prac- 

excess f nation; yet from 1922-1930 her 

«cmo(eiporta W" about the same a, in to.. 
o< Ipotwoo^o,. But iMtead of being I^CT h^ 
paymenta, thia aurptus waa augmented by large 

aeL:nr pHv.rSaYb™r 

ffc-mhele.^ tbe un« „.re again mvi«td npwari 
■*»«, Sutei Defumnent of Com- 
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iCtd itsdied a beiglkt neirer piev^iidjr 
WithoQt anemptiiig at this stage to estimate the cmue- 
^nenoes of this general growth of nationalism in economics, 
it is sufficient to note it as a potent force working in 
opposition to the inevitable tendency towards closer 
mtegntitm which has developed since the war. It is 
hai^r open to doubt that this conflict has been a powerful 
factor making for disequilibrium. The truth is that we 
have constructed a twentieth century economic world 
which we are still trying to reconcile with eighteenth 
century political ideas. 

It remains now to review the different fields of economic 
activity and to attempt to apportion the responsibility 
between this and other factors for the breakdown^which 
has occurred. 


II. The Collapse of Prices 

T he extent of the depression is so vast and its various 
manifestations, agricultural, industrial, commercial 
and financial, so closely interconnected that it is difficult 
to treat them in isolation. It would probably be agreed, 
however, by fairly general consent that its kernel is to be 
found in the rapid fall in the prices of raw materials and 
foodstuffs and that no remedy which does not to some 
extent restore the price-level can be regarded as satis- 
factory. The first step therefore is to consider the causes 
of the decline. 

By 1925 the first stage of recovery from the effects of 
the war had been completed. Currency had been restored 
to a stable basis in nearly every country in Europe by the 
re-adoption of the gold standard. Reparations had at last 
been regularised by the Dawes Plan. The index of 
European production exceeded that of 1913 for the first 
time, while the other continents had already substantially 
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raxpassed their pie^wr output. 'Ha* |«B*1 
coutmued steadUy and satisfactorily dura« the nett ^ 
years, as may be seen from the folbwing uMe of mdwWai 
prodnction indices* ; — 


Ywr 


19*4 

19*9 


United 

Kingdom 

(t9H’=' 

loo) 

130 

112 


United 
Canada Sutcs 

^191^14= (i 9 * 3 -S“ 
too) too) 

u6 95 

193 n8 


Germany 

(1928=- 

too) 

69 

102 


France 

(19*3® 

too) 

toB 

139 


This great increase in productivity, achieved as it was with 
ahortcr hours of labour and for the most part with higher 
real wage-standards than in pre-war times, might reasonably 
be taken as indicating swift improvement in the world’s 
material well-being and swift replacement of the losses 
caused by the war. Indeed, such remarkable progress 
had perhaps never been previously witnessed. In the 
three yean 1925-28, the output of foodstuffs and raw 
materials increased by 8 per cent, and a similar rate of 
expansion was to be found in industry, while despite 
all lets and hindrances the volume of international trade 
grew by no less than 1 5 per cent.t On the surface the 
picture looked bright and the prospects for the future 
brilliant. It concealed, however, a great and growing 
discrepancy between production and consumption. Owing 
to the mechanisation of agriculture and improved methods 
of cultivation, the output of wheat, coffee, sugar and rubber 
outran the absorptive power of the market. In the <-aaf 
of wheat the combined average production of the United 
States, Canada, Australia and the Argentine for the years 
1924-28 had increased by 50 per cent, as compared with 
the years 1905^-13. In the interval, the world’s population 
had increased by only 10 per cent., while in addition there 

P. ’jtJ!***** (Cmd. 3737), 

Ue*«ue*fN.tiMu,C.*84,M.l34,l93».P-*. 
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to ^ cktniBeat cf breed in cotmtriee lUce Greet 
Ickem* I'iraiioe, Oermeny end the United States, adiere tbe 
steadeid of fhring was riung end the reduction of hud 
jpbfsiad labour by the use of machinery made life possible 
on fewer calories. What was true of wheat was true of 
cotton. The simpli&cation of feminine attire and the 
growing popularity of artiSdal silk wooJd have caused an 
actual shrinkage in the consumption of raw cotton during 
the years 1927-29, had not an increased demand from the 
Russian mills and those of some other minor producing 
countries helped to keep it at least stationary. But pro- 
duction was far from remaining stationary, with the result 
that stocks continually mounted and prices were bound 
finally to break. The story of cofFce, sugar, rubber, 
copper, lead, coal and other materials was very similar. 
By the application of intense mechanical, chemical and 
other species of scientific ingenuity the world had succeeded 
in immensely developing its productive capacity, but in 
spite of a series of prosperous years had failed to develop 
its consuming power in a corresponding measure. Indeed, 
its very success in reducing labour costs by substituting 
mechanical for manual processes weakened the market by 
making superfluous the labour of millions of persons, who 
had formerly earned their living by agriculture, and by 
thus throvring them on the industrial market at a time 
when in industry too labour was being eliminated in every 
branch through the introduction of machinery. Of this 
simultaneous revolution in farming and manufacture, for 
which there is no precedent, the United States furnishes 
the most cmtstanding example. In the ten years 19x9-29, 
the agricultural population shrank to the extent of nearly 
4,000,000, while the manufacturing and mining populations 
had likewise contracted considerably in spite of an enor- 
mously enhanced output. Paradoxical as it may appear, 
it is hardly open to question that an appreciable proportion 
of the unemployment now so widdy prevalent is the 
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and the price not of porertjr, but of ▼astly inieteaand' 
wealth. 

In the case of raw materiak and foodstuft, therefore, 
an ttnsuble equilibrium existed bf 1929. Prices were onlj 
nuintained by piling up stocks, which could only be held 
as long as future prospects seemed good, but which were 
boimd to precipitate a heavy fall in values, as soon as 
unfavourable signs became discernible. The production 
of all the staple commodities was so widely distributed over 
the world that it was beyond the power of any nation or 
national group to control their output and uphold their 
prices. The attempt to regulate the production of rubber 
by the Stevenson scheme failed, because it was not sufii- 
ciently comprehensive in its scope. The efforts of the 
Federal Farm Board in the United States, and of the wheat 
pools in Canada to sustain the price of wheat failed for a 
similar reason. Other schemes more international in 


cforacter broke down on other grounds, and all these 
failures to secure controlled production and steady prices 
resulted in a further weakening of the value of the com- 
modity with which they were concerned. Nevertheless, 
they were groping towards some international system of 
regulation, which alone could ensure the producer against 
the disastrous effects of over-production. The spectacle 
of those effects since the depression has set in, so far from 
ju^sting that such endeavours are futile because they 
kded,has rather stimulated greater efforts to ensure success. 
1 he output and marketing of sugar is now regulated by an 
agreement. The agricultural countries of 
^tern Europe have established an organisation for selling 
mutually destructive 
w Conference at 

with the wh"1* attempt to deal 

T success, unless it 

r«tCoT^ r !>*««• The result was the 

May including f! countries in London in 

y.^cluding both the United States and the U.S,S.R., 
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•ailiiKcaxaitioa ol aa oi§aiiiutumiviuch vacy {ntive <t firtc 
atep toward* rej^nladng wheat exports thioaghont the 
wo^ Tlie need for some aim^ attempt is being 
increasing felt in the coal indostiy in Europe, where 
again potential output has been raised by technical 
improvements to a point far in excess of the possible 
demand in the face of the development of oil and water 
as sources of power and the great economies e£Fected 
in the use of coal itself. All these attempts to control 
output are symptomatic of the needs of a new age, in which 
international exchange has become so world-wide and pro- 
duction so prolific that its adaptation to consumption is no 
longer a local problem, but a continental ora world problem. 
No doubt the technique of such regulation is difficult and 
will not be acquired without a long period of trial and error. 
No doubt there are dangers to the consumer in concerted 
control of output and prices by the producers, against 
which safeguards may have to be provided. No doubt, 
too, limitation of output may risk prolonging the existence 
of inefficient plant and of restricting the development of 
more up-to-date and economical units. But these 
dangers are probably much less serious to the community 
as a whole than the ruin which may overtake the farmer, 
the planter and the mine-operator, together with their 
employees, under modern conditions of unrestricted com- 
petition. The nature and extent of that ruin is evident 
enough from the present plight of the countries mainly 
dependent for their national well-being on the sale of food- 
stufi» and raw materials, as may be seen by a glance at 
the distress of the farming and mining populations in the 
United States, Canada, the Argentine, Australia or Brazil. 
To prevent the recurrence of such catastrophes some form 
of international control will probably prove indispensable. 
It is, after all, only the logical extension of the principles 
of rationalisation which are being progressively applied 
within national industries. In many cases it is as yet 
unnecessary, and in some may never become necessary; 
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but in tbe cane of a number of the sttple commodkiea 
tnuQigent and comprehensive agreement between 
of pxodncers majr be found to afford the 

security against the consunt menace of ruinous ova?^ 
inodoction and permanent instability of prices. 


III. The Erracr or Trade Barriers 

B ut the fall of commodity prices was not only due to 
over-production. In spite of the accumulation of 
stocks the descent would not have been so precipitate, had 
disequilibrium not existed in other directions. Attention 
hss already been drawn to the obstacles raised by trade 
barriers to the more intense intercourse between nations 
which technical progress had rendered possible and natural. 
Of tins tendency some further examples may be given. In 
the first pbcc the exaggerated protection afforded to the 
farmer in countries like Germany and France led to the 
maintenance of wheat lands which were utterly uneconomic 
judged in the light of their cost of production in com- 
parison with world prices. In April 1931 the price of 
equivalent grades of wheat was $7-5 per 100 kilos, in Paris 
and $6*85 in Berlin, as compared with $2'93 in Chicago and 
la'io in Winnipeg. As a consequence, the price of bread 
was nearly three times as high in Berlin and considerably 
higher in Paris than in the free market of London, a serious 
difference which has its reflex in wage-costs in export 
industries. WTaile no one would maintain that the French 
and German Governments would have been wise to dislo- 
cate their whole rural economy by exposing their farmers 
to the full effects of the slump in world prices, prohibitive 
tariffs in this as in other fields inevitably stand in the way 
of the full development of the world’s resources. Moreover, 
the protective measures to which these and other countries 
were driven would not have been necessary, had not more 
extensive wheat cultivation often been deliberately en- 
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''bBi i Hi g pid at a time vAnOk laadhinciy uid more scientific 
mts^k^ lad enormous^ expanded t^ jnoduction of wheat 

Whit happened in the case of wheat was repeated with 
manufactured products. The re-division of Europe in 
itself added thousands of miles of new customs bamers. 
The partition of economic areas like Upper Silesia, the 
reversion of Alsace-Lorraine and the attribution of the 
Saar to France, tended to duplicate productive capacity 
without duplicating possible consumption. Outside 
Europe, the British Dominions and India followed the 
European lead and proceeded to stiffen the protection of 
their new industries. In the exporting countries, like 
Germany and Great Britain, which saw their foreign outlets 
being dosed, opinion began to veer towards relying more on 
the home market and reserving that for domestic industries, 
though as a rule it was generally tacitly assumed, as it was 
in the United States, tlut this process could somehow be 
carried out in such a way as not to interfere seriously with 
the ultimate recapture of the export trade. It is true that 
the World Economic Conference found in 1927 that ‘‘ the 
recovery from the effects of the war has been unduly 
delayed and that the foreign commerce of all nations is in 
a greater or lesser degree seriously hampered by existing 
obstacles to trade.” They pointed out that production in 
excess of demand had frequently resulted, with the conse- 
quence that capital equipment was not being economically 
utilised and rates of interest remained unduly high ; that 
excessive protection defeated its own object by reducing 
national production and purchasing power ; that the 
attempt to attain self-sufficiency usually involved a sacrifice 
of material prosperity. The Conference accordingly 
declared that the time had come to put an end to the 
increase of tariffs and to move in the opposite direction.” 

These general truths are just as valid now as they were 
in 1927, yet in spite of a series of meetings convened by the 
League of Nations in order to translate them into practice, 
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▼ef]r littk progress has been made. Tariffs have tended 
to riae rather than to aobside. The vested interests 
fostered behind them have waxed stronger rather than 
weaker. Neither by means of tariff traces nor by means 
of international cartels has the situation been substantially 
improved ; and as it has not improved, it has inevitably 
deteriorated. The failure to lighten the shackles on 
international trade has made everything more difficult. 
It has hindered the revival of the exporting countries, 
choked the outlets for the grain-producers, immensely 
complicated the problem of international payments, and 
thus aggravated the maldistribution of capital. The imme- 
diate benefits of trade barriers arc frequently perceptible in 
reference to particular industries taken in isolation, but 
because their pernicious influence on the economy of 
nations, cither separately or in the aggregate, is not so 
easily demonstrable, it is (or that reason apt to be dis- 
credited or ignored. On a general view, however, it is not 
open to doubt that they have con.stiturcd a baleful disease 
checking the circulation of the economic system and in the 
end assisting the collapse of world prices. 


IV', Moneiarv Factors 

¥N addition to ovcr-production and trade barriers, there 
Iwcrc other causes at work, more obscure in their opera- 
t.on and more drastic in their effects. Owing to the 
redtstrtbutum of capital resulting from the war, to the 
f^re of the creditor countries as a whole to utilise their 
rewurccs tn the general interest, and to the inability of the 
obligations without heavy 
Iwrowmg, the international equilibrium which is essential 

lim been 

^ '*** 7 ‘”“=“sifi«tion of economic rdation- 
alups, the preservation of balance necessary to ensure the 
cven^and healthy flow of gold and credi^throughout Z 



become SKwe vital an4’i^ tile mme time mme 
d^icate than beloce the war. But the of the war 

imelf in the shape of international indebtedness, depreciated 
currencies and disturbed political conditions made the 
automatic adjustment of the balance, which in former times 
had generally proved reliable, no longer an adequate, or 
trustworthy method. A state of financial instability was 
created, wUch rendered insecure the whole fabric of credit, 
upon which the economic life of nations reposes. 

It is unnecessary to summarise here the brilliant analysis 
of this monetary insecurity contained in the Macmillan 
Report, which is dealt with elsewhere in this number.* 
It will be sufficient to recall some of its main findings which 
point to the international origins of the depression and 
which demonstrate the impossibility of any real recovery 
imtil the political troubles, which have now clearly emerged 
as root causes of the existing financial chaos, have been 
effectually removed. 

The maintenance of financial balance depends on money 
regularly and constantly irrigating the channels of pro- 
duction and trade everywhere. During the nineteenth 
century Great Britain as the principal creditor country 
had thoroughly assimilated the lesson that her own pros- 
perity was bound up with that of the rest of the world, and 
that, accordingly, her interest lay not in hoarding her 
surplus receipts in the shape of gold, but in relending them 
to other countries in need of capital. One effect of the 
war was to modify profoundly the world distribution of 
gold. Of the total stock Europe’s share was only 
million, or 35 per cent., in 1925 as against ,^1,138 million, 
or 63 per cent., in 1913. North America’s share, on the 
other hand, had risen from £429 million, or 24 per cent., 
to £9S0 million, or 45 per cent. The course of subsequent 
events did little to modify this redistribution until 1950, 
when gold flowed in exceptionally large quantities to Paris. 
No less than 78 per cent, of the world’s gold was then 
• See page 807. 
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located in Great Britais, France and the United Statea, 
the two latter holding far greater quantitka than the 
loraer. 


Aa long aa these accnmulationa were osed as a basis for 
oedit no seriona evil resulted. During the years i925-*8, 
New York tasncd long-term loans to the extent of over 
^i^ooo mULton, more than twice as much as London. 
American money thus flowing back to Central and South 
America and to central Europe did much to maintain and 
to develop the gradually returning prosperity. The boom 
on the stock market arrested this health-giving process. 
With the meteoric inflation of stocks, foreign issues lost 
their attraction, llie high interest offered on call-money 
acted as a further deterrent to foreign investment. As 
the world hastened to take advantage of these unprece- 
dented opportunities of profit, gold gravitated once more 
to the United States, but the counterbalancing foreign 
iMni were no longer forthcoming. Simultaneously a 
like process was taking place in France for different 


rcawns. These two concurrent and complementary 
drains on the credit system fatally deranged its equilibrium. 
The latent tendency towards price instability was quickly 
converted into a disastrous slump. Debtor countries, and in 
panicular Germany, soon began to show signs of financial 
stringency, a* the stream of foreign money began to 
^ up. The rhythm of German economic production 
l^an to slow down ; unemployment began to assume - 
alarming proportions. Worst of all, the sense of growing 
apprehewion for the future, working on a public mind 
f a ^ highly nervous since the catastrophic days of the 
inflation, produced a feeling of despair which found 
«q>reMion in the elections of September, 1930. The 
nw of the Hitler pany and the Communists, avowedly 
aim^ at radical internal transformation and at repu- 
obligations, at once aroused 
drud of revolution within and of aggression without 
n»e waous circle was thus complete. The derangement 



r Pdtiticail Pfoi^etii 
«if tii# mtcnutiottsl finaadal btlasce liad foodnced a 
poUtkal ntmtioa'i^ch. made an exit £i«an tlae depressiott 
no longer possible hy the aid of any puMly economic or 
financial measures. 


V. The PouncAi. Probum 

T O anyone familiar with its working it had been 
obvious for some time past that the settlement of 
the Peace Treaty was becoming every year more precarious. 
In the course of a decade both the spirit in which it was 
dictated and the spirit in which it was accepted had 
become less and less real. Even in France, where perhaps 
the least modification had taken place, the recognition 
was growing that sooner or later some reconciliation with 
Germany must be worked out. Hence when in 1929 the 
British Government announced its intention of with- 
drawing its last remaining brigade from the Rhineland, 
France felt morally bound to follow suit. But although the 
period for the occupation was still far from completed, the 
time when its volimtary termination might have been 
welcomed in Germany as a friendly act, marking the begin- 
ning of an era of better understanding, had been allowed 
to slip. The interval since the signature of the Locarno 
Treaties had been too long for German patience, and for 
reviving German pride. Moreover, the death of Stresemann 
deprived the policy of rapprochement of its driving force 
at a critical moment. Without his leadership the country 
drifted for a while, during which the forces of Hitler, 
Hugenberg and Stahlhelm made rapid headway. By the 
time Dr. Briining had gathered the reins firmly in his 
hands, the political atmosphere had undergone a sig- 
nificant change. The Social-Democratic party had lost 
much of its hold on the masses. Their moderate social 
policy was too extreme for the bourgeois elements and too 
timid for the millions of all classes who could find neither 
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|ot» HOT bvead. Their SKxiuate foreign pdicy waa dia* 
taitefn} to the prevalent reasoning of despair which saw 
the source of all the miseries of Germany in the crushu^ 
terms of the Peace Treaty • 

The demagogy of Hitler was much better attuned to 
the popular mo^. He openly preached the repudiation of 
reparations as an unjust and intolerable burden. He 
exhorted Germany to abandon the League, which had 
done nothing to alleviate Germany’s sufferings, and to trust 
to her awn strength, since the Allies had not carried out 


the intention to disarm, solemnly proclaimed in Part V of 
the Treaty. So far as unemployment and poverty were not 
due to foreign oppression, he traced them to the malign influ- 
ence of international financiers and profiteers and pointed 
to the destruction of the Jews, the nationalisation of the 
banlts and department stores, and similar drastic measures 
u the true remedies. At this point he came near to the 
Communist programme, which was not widely separated 
from his, except that its inspiration was derived not from 
nationalism but from Leninism. Though Hitlerites and 
Communists fought each other fiercely in their weekly 
brawls in the suburbs of Berlin, their temperamental 
yproach to the problem of national salvation did not greatly 
differ. Both were fundamentalists, who saw no hope in the 
easting order. In a Germany which was feeling the warming 
influences of returning industrial activity as in 1027-28 

» Germany 

stunned by defeat as during the inflation of 1923, the 
fich dL?"* attention to 

tte middle dame., who koew oothmg ol the war but it. 

of the belief 

.ttv tol*" kj- » of iutemaS^ 

amity. On the contrary, they found that they were called 
upon to ^y ^til the end of their lives for a for 



-l^siillklbil 

«C IcMst lud ao rei|)oit8ibiUt}r» tJbat dbeir lamiliet 
hid oltaii lost all their sa^ixigs ia the coOspee of the math, 
and that for manjr of them the shrinkage of the national 
wealdi had wiped oat all hope of an honourable profes- 
sional career. Highly trained engineers were glad to stoke 
the boilers of pleasure-steamers or to run a tractor on some 
remote farm. Emigration overseas was no longer possible, 
as the doors were practically closed in the United States, 
Canada and Australia, and even in South America openings 
were not numerous. All the safety valves were clamped 
down, with the result that the spirit of revolt against 
existing conditions spread rapidly, not only among the 
working class, but also in the ranks of the bourgeoisie. 

So remarkable was the progress of this spirit that it 
created serious doubts as to the political stability of 
Germany, both at home and abroad. Just at the time 
when the effects of the depression were being most severely 
felt, the financial position of the Reich, which had never 
been too sound, was being sapped by a discreet flight from 
the mark. Germans with capital felt that it would lie 
more safely in foreign banks. British and American 
financiers with short-term holdings in Germany felt 
more and more disinclined to renew them. During the 
period of reconstruction after the inflation there had been 
a great deal of unwise borrowing and extravagant expen- 
diture, particularly by some of the big municipalities and 
industrial enterprises. There had not been time to restore 
the country’s finances to a sound footing, so that when the 
crisis of confidence was superimposed on the depression, 
they could not stand the strain. By June the position 
had become so serious that President Hoover felt that the 
time had come to make a heroic effort to save the situation. 
He proposed a general moratorium for a year for both war 
debts and reparations. 

But such a proposal inevitably raised political questions 
of the first magnitude. The French had already been pro- 
foundly disturbed by the proposed Austro-German Customs 
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Uaka and the cc^trnction of the ** pocket-batdediifw^** 
The economic importance of the one and the militaiy 
importance of the other were probably greatly exaggerated, 
both in France and Germany, but their poUtical import- 
ance was undoubtedly immense. To the French they were 
the symbol of a renascent Pan-Germanism, to the Germans 
the symbol of restored national independence and self- 
respect. Hence Frenchmen were mclined to make their 
acceptance of the Hoover offer conditional on Germany’s 
renouncing these two projects. The two Chambers were 
angry and alarmed. They felt that if once a breach were 
made in the Young Plan, it would never be restored. 
What was to prevent Germany from using the money for 
re-armament f Why should France suffer from the con- 
sequences of German recklessness in finance and politics ? 
For a fortnight haggling went on in Paris over guarantees 
and conditions. By the time France had finally agreed to the 
Hoover plan, which had been hailed by the rest of the world 
Mdth joy and relief, the potency of its charm had been lost. 
During the interval of uncertainty money continued to 
drain away from the Rcischbank by miUions a day. The 
American offer was no longer sufficient to plug the leak, 
s^ if promptly accepted, it might very possibly have 


m first unmistakable sign of financial collapse came 
on July 13 when the Darmstadter Bank closed its doors. 
A crisis of unexampled gravity loomed in sight. Bank 

If Europe. The Board 

of the Bank for International Settlements met to consider 
on ; but in the face of thepoliticulcircumufance. 
r* 't' 'conomic problem dmy felt 

fn?^ « » the govemments. Confidence in the 

Zk 1 jT’’’ “ " *•“ poMibility of sodal 

^er^end bitter m,ern.fi„„,l ^ 

•he. JV only hop. fay rrid. rhe uraieumen end pol.“ 



- ^ -Rjecsoi#^ 

<^HWs iviio oonld eo^ittre tlw snusidifertiig lean and 
IMiwiQf^ which, laaned by* the depresaioai, n<m thnateaed 
te bocBt into flame. In tlmae momentoiu drcomatancea 
the Conlerence of London met with the task ol opening 
the political door which now apparently offered the only 
exit firom the economic impasse. 


VI. Prospects of Recovery 

W ITHIN a few days of its close, no one can say 
whether the Conference has succeeded or failed. 
It may be hoped and perhaps expected that the financial 
measures which it recommended will prove adequate to 
tide over the immediate danger, and to allow breathing 
space in which the work of devising lasting measures can 
be undertaken. But nobody supposes that the sickness 
of Germany, which is now spreading contagion to the rest 
of Europe and thence to the rest of the world, can be cured 
without the application of much more radical remedies. 
Temporary palliatives have been applied, but a major 
operation seems unavoidable. The question is how deep 
must the knife cut in order to excise the plague spot. 

A reconsideration of the various sources of economic 
evil briefly summarised in this article will suggest at once 
that a permanent cure can only be effected by an extensive 
programme of international reconstruction, comprising 
co-operative action in the commercial, financial and political 
fields. An encouraging feature of the situation is the 
obvious soundness of the patient’s constitution. The 
world has never been equipped to produce so much wealth 
so easily as at the present time. There is no question 
of impoverishment. If only the machinery of international 
credit and exchange can be so organised and controlled 
as to ensure its smooth and steady running, there is every 
reason to suppose that an era of unexampled prosperity 
mi^t easily be launched. Even now there are signs that 
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the acedt oi a reooveiy are present, if uneconomic iuftnences 
nme not hindering their germination. What then are ^ 
main reqabitea for casting oS the present depression, ami 
for i^eventtng other each calamities in the fature 1 
Unfommatetyy the beginning must now be made with 
the political problems. These are not difficult to define 
in tl^ir main outlines, but their scope and ramificationB 
are extensive. The first problem is the restoration of 
Germany, not only to financial soundness, but also to a 
sense of self-respect and international citizenship. For 
both these purposes some readjustment of international 
relations is necessary ; but how much is necessary and 
how ranch is politically possible ? A few months ago a 
further revision of war debts and reparations, towards 
which Mr. Hoover’s offer was a first move, might have 
sufficed to meet the situation, at any rate for the moment. 
To-day it is no longer enough. The plebiscite in the Saar 
is nearly due. Its restoration to Germany would femove 
another wire spot. But there remain three other major 
Kmcs of contention — the Customs Union, the eastern 
frontier and disarmament. If any of these questions 
were taken separately, they would probably prove com- 
pletely insoluble. If they arc made the subject of a 
general negotiation, some progress at any rate may be made 
towards changing the ftatuj quo, which has plainly bemme 
untenable. For this reason the establishment of yjhdly 
personal contact between the French and Gcrman^ere 
is perhaps the most important result of the London 
Conference. But both of them have a task of enormous 
difficulty. It may perhaps be suspected that the French 
people are much more disposed to seek reconciliation 
with Germany than the Parisian Press would seem to 
suggest. But they can hardly be expected to make all 
the concesswns-to agree to a Urge measure of 
dt^ment, to forgo a large p*„ of reparations 
and to see the balance in central Europe drastically 
shifted without any countervailing security. In itadf 
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the soggesoon that GeiXDanf should in her present financial 
straits abaadtm hattleslup construction was not unreason- 
able, but, however much the German leaders may have 
been inclined to agree, especially in view of the insistence 
on disarmament in England and America, could they 
accept such a proposal without risking overthrow by 
Hitler and his wild men ? Similarly, the Customs Union 
has become a symbol in domestic politics. In so far as 
it has an economic justification, it is as a first step towards 
removing the tarifi walls which are a source of division 
and wealmess to all Europe. In its economic studies the 
Committee on European Co-ordination appointed by the 
Assembly of the League a year ago has been painfully 
seeking some method of commencing their demolition. 
Perhaps the sentiment in favour of the attempt is gradually 
gaining a little headway ; but, unless it can be merged 
in some wider scheme of economic rapprochement, it is 
difficult to see how the Customs Union problem can be 
satisfactorily solved. Finally, the Eastern frontier is the 
most thorny question of all. Generally speaking, there 
have been unwarranted provocations and grievances’ on 
both sides, but few people unaffected by the violent 
propaganda current in Germany would suppose that all 
the demands of the Nationalists were reasonable. A 
settlement should not be impossible, if there is a general 
disposition to seek agreement at the Conference. That 
will not be easy, however, in the present state of public 
feeling in Germany and elsewhere, and unless agreement 
is reached, the prospects of disarmament will be seriously 
compromised. 

To British and American minds, disarmament has be- 
come one of Lhe keys to renewed prosperity. It is realised 
in the City, in Wall Street, by big business and even dimly 
by the farmer of the middle-west, that as long as rumours 
of war are prevalent, there is little hope of quiet and 
profitable business ; and that rumours of war will persist 
as long as Europe is an armed camp. But the will to 
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disarm depends on an absence of fear, and fear is un- 
happilf far more prevalent on the Continent than in 
Great Britain and the United States. For a beginning of 
disarmament, a relaxation of political tension is therefore 
necessary. There are some factors in the situation, which 
arc not without encouragement. First, there is probably 
no country in Europe where there is a real desire to fight. 
In spite of all the nationalist bombast which may be 
found in certain countries, there is no such general readiness 
to accept the hazards of war as there was in 19* 4- 
the last resort it may be seriously doubted if the masses 
anywhere would march beyond their own frontiers. 
Secondly, the very gravity of the financial crisis has brought 
pressures to bear, which arc bound to exercise a very 
powerful influence on events. The re-entry of the United 
States into world politics *s a portent of great significance. 
It only occurred because American interests made it 
imperative, and after all, no nation acts from purely 
altrui.stic motives. Moreover, the harmony of interest 
between the British Empire and the United States makes 
combined action possible, which can perhaps do more 
than anything else to restore political stability. Neither 
can afford to sec Germany go to the wall and Europe relapse 
into chaos. Both, through their comparative aloofness 
from European political affairs, arc in a position to act 
effectively as mediators. Thirdly, the faint signs of a 
desire for understanding between France and Germany 
may develop into a thorough attempt to sink differences 
and establish collaboration. There are obviously some 
ronsidcration.s pointing to the wisdom of such a course 
to which neither party is likely to be altogether blind. 
ITte question is whether there is sufficiently resolute leader- 
ship on both sides to swing public opinion into the path 
of conciliation. 

The political outlook, therefore, though sombre, is 
by no means hopeless. If the political heavens began to 
clear, a revival of confidence would set in which would 
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hare an immediate reaction on the economic position. 
Technical sTmptoms of recovery are alreadx beginning to 
be discernible in the United States and elsewhere. But, 
just as the depression did not originate in purely political 
causes, so it cannot be finally cured by political measures 
alone. The maintenance of financial balance has now 
become an international problem of first importance. 
It is no longer sufficient to rely on the automatic inter- 
play of economic forces. Skilled and conscious manage- 
ment of the currency system has now become a necessity, 
and efficient machinery for the purpose must be created. 
As the Macmillan Report very clearly shows, no Central 
Bank can hope to shape a successful policy in isolation. 
There must be commonly accepted principles of manage- 
ment, some of which have already been outlined by the 
Gold Delegation of the League, applied through closely 
co-ordinated action by the Central Banks themselves. 
There are many obstacles to the creation of such machinery ; 
but none of them is insuperable. In the Bank for Inter- 
national Settlements, the germ of a system of international 
control already exists. 

Finally, in the fields of commerce and production, 
international rationalisation has likewise become indis- 
pensable. In the former, the world has got to free the 
avenues of trade from artificial obstacles, if it is to utilise 
its productive powers to the maximum. Here again the 
efforts towards a more unified Europe, which are being 
laboriously pursued under the auspices of the League, are 
first beginnings. Though the goal is still far distant, 
it is at least being consciously sought. The more successful 
the endeavours to maintain the fertilising flow of credit 
and to clear the channels of commercial intercourse, the 
less necessary will restrictive measures for the regulation 
of production and prices become j but it seems probable 
that international agreements between producers will be 
found to be unavoidable in the case of many commodities 
for a considerable time to come. In fact, the need for 
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intelligent and organised international co-operation has 
become imperative in the spheres of politics, finance, 
commerce and production alike. Without it the whole 
elaborate social and economic fabric which has built itself 
up m»Y crumble and collapse. As Sir Basil Blackett said 
the other day, “ if the machine which mankind has created 
is to remain his servant and not wreck itself and its creator,” 
wc must henceforth rely on planned direction instead of on 
laissez-faire and the unordered competition of individual 
enterprise. “ Political and economic planning and co- 
operation form the task of the twentieth century.” It 
cannot be accomplished, however, merely by nice calcula- 
tions of immediate self-interest, either individual or 
national. It will need something more than enlightened 
egoism to ensure that at this “ turning point of history,” 
as the Prime Minister without exaggeration described it, 
the road to collective recovery is chosen in preference to 
the road to disintegration and disaster. The new order 
which the world now calls for cannot be planned and 
built without faith and vision. Is it possible to kindle 
to-day a spirit of constructive enthusiasm such as more 
than once has swept humanity forward on its way ? Is 
the prcitcnt generation too steeped in the cynicism of dis- 
illusionment to be incapable of the moral effort needed 
for us own salvation f Thosc>re’after all perhaps the 
ultimate questions. 
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AMERICAN POLITICS AND THE 
HOOVER PLAN 


M ontesquieu is credited with having exclaimed : 

“ Happy is the nation which has no history.” The 
maxim may now be amplified. Thrice and four times 
happy is the nation which has no economics. Next in 
happiness to the nation without economics is the nation 
with no economics but its own. Whatever nations may 
be qualified to enter into either of these latter categories 
of felicity, the United States of America is not one of them. 
We are afflicted with our own economics and everybody 
else’ 8. The humblest residents of Main Street are moved 
by the coffee situation in Sio Paulo ; they study affidavits 
about the production of lumber on the Murmansk coast, 
and scan the records bearing on the production of copper 
in the High Katanga. Not a municipal budget in the 
Rhineland but may shake the plains of Kansas. One 
should perhaps apologize for the triteness of such observa- 
tions. Yet it is not so long ago that they were considered 
rather daring, almost fanciful. As a creditor nation, we 
are cutting our eye teeth. And teething is painful. 

The winter of our discontent — the second and far the 
worse winter of our discontent — sloped downward into 
the deepened despair of May. On June 2 the average of 
industrial stock prices was less than 80 per cent, of the low 
levels achieved on December i6 ; the average of railway 
stocks was less than 75 per cent. The utilities which 
proved the most resistant of the major groups were 10 per 
cent, below the December “ lows.” And the December 
lows had been hailed for months thereafter as the almost 
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irr^odble mioiroom of American economics. On June $, 
aided by a relaxation of margin requirements by the leading 
New York bankers, the tide turned momentarily upward. 
In the lingo of the financial journals, the June lows “ have 
not been violated.” 


1. The Hooves Plan : The First Reaction 

C URRENT events have an extraordinary capacity to 
turn upon the most cautious of writers. On May 5, 
1931, the author of President Hoover at Mid-Term in The 
Round Table for June employed with perfect accuracy the 
following language ; — 

In jfcnrril, the attitude of the Hoover Administration toward 
European questions has been the traditional one of American 
alitofnoi. In hi* prunouncement on Armistice Day, 19x9, in 
favor of the immunity of f(H>d ships from seizure in time of war, 
Mr. Hottver showed a flash of that talent for world leadership which 
many of his countrymen had been looking for, but on the whole he 
has shown little inclination to make the United States exercise its 
poicntul influence in wtirld affairs. 

It would be difhcult to find an example of an accurate 
generalization more swiftly or dramatically superseded. 
On June 20, less than seven short weeks after the writing 
of these sentences, Mr. Hoover stepped decisively into 
the international arena and showed a most striking inclina- 
tion to make the United States exercise a marked influence 
in world affairs. In his statement he observed : — 

The American Government proposes the postponement during 
one year of all payments on intcr-govcramcncal debts, reparations 
and relief debt*, both principal and interest, of course not including 
obligations of governments held by private parties. Subject to 
confirmation by Congre**, the American Government will postpone 
all payment* upon the debts of foreign governments to the American 
Government payable during the fiscal year beginning July i next, 
OToditional on 1 like postponement for one year of all payments on 
utter-govcmmcntal debts owing the important creditor Powers. 
794 
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Theae mo pithy sentencea wore followed hy a list of 
Soutors and Repreaenutivea who had appioved of the 
f»opoaaL General Dawes and Mr. Owen Young, authors 
oi the respective “ plans ” for Germany, were also cited 
as approving. It was apparent that the President’s 
propo^ was at least not entirely a personal foible. The 
purpose of his action, he declared, was : — 

to give the forthcoming year to the economic recovery of the 
world and to help free the recuperative forces already in motion in 
the United States from retarding influences from abroad. 

He spoke of the fall in commodity prices, the impaired 
confidence in economic and political stability abroad, the 
abnormal movement of gold into the United States. 
Then with caution and faithful consistency he warned his 
readers that ; — 

reparations is necessarily wholly a European problem with which we 
have no relation. 

I do not approve (he said) in any remote sense of the cancellation 
of the debts to us. World confidence would not be enhanced by 
such action. 

This course of action is entirely consistent with the policy which 
we have hitherto pursued. We are not involved in the discussion 
of strictly European problems, of which the payment of German 
reparations is one. It represents our willingness to make a con- 
tribution to the early restoration of world prosperity in which our 
own people have so deep an interest. 

And while the President conceived of his action as having 
no bearing on the conference for limitation of land arma- 
ments to be held next February, he said : — 

inasmuch as the burden of competitive armaments has contributed 
to bring about liiis depression, we trust that by this evidence of our 
desire to assist we shall have contributed to the good will which i.s 
so necessary to the solution of this major question. 

The immediate reaction to the President’s proposal will 
be vivid in the mind of everyone. There was scarcely a 
stock or commodity market in the whole world that did not 
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leap upward like a balloon untethered. Within a week 
after the message stocks had recovered to the levels of 
mid-December. There are few precedents in America for 
so swift a recovery in Wall Street. While it is too early 
by perhaps a century to offer any very exact estimate of 
the ultimate significance of Mr. Hoover’s proposal, it is 
of immense interest to political philosophers and those who 
moisten their fingers to feel the winds of public opinion. 

It is reported that Mr. Hoover was extremely doubtful 
of the reception that his statement would receive from 
press and people. The enthusiastic response in this 
country seems in many ways highly anomalous. It is safe 
to say that at least until very lately the great bulk of 
American opinion has opposed anything like cancellation 
of the debts. Mr. Hoover takes pains in his statement to 
placate this sentiment by denying such a purpose. Mr. 
Castle, the acting Secretary of State, denied it. Mr. Borah, 
chairman of the Senate Committee on Foreign Affairs, 
expressed his fears of cancellation. Yet it is recog- 
nized even now that at least a partial cancellation of 
the debts is likely to ensue. Cancellation would cost 
alx>ut eleven billion dollars in principal, on which annual 
interest at three per cent, comes to about a third of a 
billion. This i.s a substantial burden to cast upon the 
American taxpayer, wliu at the best, and quite apart from 
any shifting of the European debt burden, is faced by the 
prospect of increased taxes for the next few years. Then 
why should he hail with enthusiasm the slightest step or 
the least gesture toward cancellation ? A year ago he 
ceruinly would not have done so. Even a few weeks ago 
the stock market declined upon the rumour that Ger man y 
would seek a moratorium under the provisions of the 
Young plan. SuperfidaUy at least there seems to have 
been a reversal of American sentiment for which we must 
go back some fifteen years to find a precedent, in a nation 
which elected a President who had kept it out of war and 
then in less than six months followed him unitedly 
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afid entlittfliasticallj into war — a war for ** such a concert 
of free people as would make the world itself at last free.’* 
The reversal of public sentiment, if there has been a 
genuine reversal, springs from desperation. Into a hope- 
less economic situation there comes a ray of hope, and we 
leap to acclaim it. Mr. Keynes, who wrote that very 
brilliant and entertaining book, ‘The Economic Conse- 
quences of the Peace, which we all read in 1919 and 1920, 
may have been right as well as readable. We will brush 
the dust off it and take another look. It is certainly more 
impressive now than it used to be. The 1931 edition 
might appropriately bear a simple preface consisting of 
one sentence, “ Now will you believe me ? ” At any 
rate, quantities of people are persuaded that the financial 
burdens on Germany are too heavy to be borne. It may 
not matter so much whether Germany cannot pay or 
whether she can and won’t. In neither case is the item, 
“ accounts receivable,” in our balance sheet a quick asset 
or even a good asset. We must all now recognize the 
weaknesses inherent in a long-term indemnity credit. It 
seems rather a pity that the indemnity classes at Paris and 
Versailles in 1919 did not have Bismarck as their teacher. 


II. Second Thoughts 

A nother thing seems plain, even on a month’s 
perspective. The momentary reaction to the Presi- 
dent’s statement was unwarrantably enthusiastic. People 
assumed that central Europe was to be rehabilitated 
by a stroke of the presidential pen. A few days later it 
became apparent that conditions in Germany could not be 
relieved by the mere postponement of reparation pay- 
ments for the next twelve months. Her difficulties proved 
more and more critical, and the efficacy of the arrange- 
ments reached at the seven-Power London Conference a 
few days ago leave the issue still in doubt. The results 
of this conference have not been acclaimed with any 
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enthnoann in the United States. Indeed Wall Street 
received them gloomdy. 

A few days after Mr. Hoover’s moratorium sutement 
some political critics observed that no stock had risen more 
rapidly then Mr. Hoover’s own. It is certainly safe to say 
that nothing in the President’s political career has ever been 
more immediately popular than this announcement. But 
as to long-term popularity the question is a more difficult 
one. It seems unlikely that any contact of Mr. Hoover’s 
with international affairs can impart the momentum neces- 
sary to ensure his re-election unless it is accompanied by 
a sharp improvement in business in this country. In pre- 
vious elections, “ issues ” have had more or less painfully 
to be fabricated or else there have been practically no 
issues at all, as in the Coolidge-Davis campaign of 1924. 
In 1932 the single issue is pretty certain to be prosperity. 
Men are likely to vote not according to abstract opinions, 
but according to the state of their dinner pails, their pay 
envelopes or their dividend cheques. It is unlikely that 
other topics will very seriously cut athwart the absorbing 
topic of American prosperity or the want of it. To be 
sure, this is not very just. Politicians and political parties 
cannot fairly be blamed for the operation of economic or 
indeed of any other natural laws. Supply and demand, like 
gravitation, play nasty tricks, no matter who lives in a 
while house or sits under a dome. However, there have 
been Republicans in the past willing to identify their 
party with prosperity, and it is scarcely to be expected that 
the Democrats will abstain from all attempts to make 
political capital out of economic distress. perennial 

question of prohibition, which at one time threatened to 
confound party organizations, is likely to be thrown into 
the background for another four years. Questions of 
the tariff, of farm relief, of international relations will 
doubtless be discussed, but they will be discussed in their 
relation to stock prices, commodity prices and the indices 
of unemployment. 
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111. The Presidential Election : Programmes 
AND Personalities 

A S to presidential candidates it seems certain that Mr. 

Hoover will be the nominee of his party, though 
there are doubtless many who would prefer another leader. 
Any party in power is necessarily faced with a logical 
dilemma if it fails to renominate a President serving his 
first term. It cannot “ point with pride ” to its adminis- 
tration unless it is pointing with pride to its chief 
administrator. When we come to the Democratic party, 
however, the candidates are unlimited and prediction is as 
futile as it is diverting. A1 Smith’s renomination seems now 
unlikely. His successor in the governorship of New York, 
Mr. Franklin D. Roosevelt, is going through the process 
known as “ grooming.” He has many qualities which make 
him conspicuously eligible as a candidate. His long years 
of political service and the prestige of his high office are 
noteworthy. Of all the Democratic candidates he, is 
perhaps the most often “ mentioned.” This, however, by 
no means ensures his nomination. Other men have intel- 
lectual claims to the leadership of the Democratic party as 
good as Mr. Roosevelt’s or better. There is, for example, 
Mr. Owen D. Young, whose eminent contribution in 
connection with the problem of German reparations is 
recognized. He is a lawyer and not a politician. He never 
held a public office, or if he did it has been forgotten. But 
his capacity to occupy the highest public office is conceded. 
Nor would his lack of political experience handicap him 
as severely as it would many men. For years he has been at 
the head of one of America’s greatest corporations and in 
this position he has been known above everything else 
as a negotiator and peacemaker. In public affairs he stands 
pre-eminently for an abandonment of isolation in our 
politics and of exclusion in our tariff. On business and 
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indnitrial qac»tioii» he is a conservative and would be 
recognized hy thoughtful and independent voters as 
** 

Then there is Mr. Newton D. Baker of Cleveland, who 
was Secretary of War in President Wilson’s Cabinet and 
who is principally known for his espousal of the League 
of Nations cause. He would also be an opponent of 
isolation in American politics. He favors repeal of the 
Eighteenth Amendment and would remit the whole ques- 
tion of policy and enforcement to the States. He is one of 
the best lawyers in the country but has played no leading 
part in politics since 1920. 

Governor Ritchie of Maryland is principally known to his 
countrymen as an opponent of the Eighteenth Amendment 
and an advocate of State rights in so far as the question of 
prohibition is concerned. He has inveighed against our 
present tariff on the ground that it is “ bringing retalia- 
tions from other nations whose trade we ought to have 
and whose goodwill should be an American asset.” He is 
not a national figure but is the sort of individual often 
fixed upon in those compromise arrangements which so 
frequently characterize political choices. 

It is safe to say that any Democratic candidate will 
attempt to make capital out of the Republican policy of 
protection, and in doing so he will have the support of 
plenty of economists both in this country and abroad. 
Undoubtedly if a Democrat were to succeed Mr. Hoover 
there would be an attempt to change the existing tariff 
legislation in this country, but it is by no means certain 
that any sweeping change would result. In the first place, 
the Democratic majority in Congress might not be large 
enough to be very effective even if a Democratic President 
were to be elected by a substantial margin. In the second 
place, it is unlikely that all Democrats would readily 
agree upon the terms of a tariff Bill. Tariff making in 
1933 or later would probably be very much like tariff 
making in the past, a scramble of federal legislators on 
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behalf of their co&sdtaents’ industries. Althoogh there 
are plenty oi argumoits against the theoiy of protection, 
it most be conceded that this counti7 can scarceif renounce 
rile policy of a century without internal economic re- 
adjustments which would be very disturbing and doubtless 
very harsh in their effect on many American industries. 
Tariffs, like armaments, are hard to get rid of, and when 
economists like Sir George Paish tell us that the world 
must get immediately on to a free trade basis they are 
giving us something very like counsels of perfection. Fur- 
thermore, if America should be prepared to remit a sub- 
stantial part of her European indebtedness, then one of 
the most intelligible popular arguments for free trade would 
largely vanish. 


IV. The Russian Bogey 

W HEN one is discussing tariffs the subject of Russia 
comes naturally to the fore. The Russian economic 
experiment, which is doubtless as noble in its motive 
as any moral experiment in this country, has been going 
on for nearly fourteen years. There has never been 
a time when American students of political and social 
affairs were not intensely interested in everything that 
happens in the former empire of the Czar ; but now 
that the Russian bear is walking more like a man than he 
has done for a score of years, Americans are becoming 
increasingly Soviet-conscious. Some of the reasons for this 
attitude have already been suggested in these pages.* 
Undoubtedly the popular idea of the Soviet economy is 
crude and inaccurate in America. The American imagines 
an unprecedented volume of exports being dumped on 
these shores by Russia, partly in order to enable her to 
purchase American-manufactured goods for use at home, 
but more particularly to disrupt American markets and 
* Tai Round Table, No. 83, June 1931, pp. $2i and 522. 

801 



Americao Politics and the Hoover Plan 

fomeot (ocial discontent and political disorder. The nde of 
Russian commodities abroad is, he reasons, just as truly a 
liquidation in distress as the sale of stocks in Wall Street 
hy weak marginal holders. The actual amount of dump* 
ing by Russia in this country has not been very great up 
to date. Though there was a good deal of talk about 
Russian “ bear ” sales in the Chicago wheat market, they 
were probably not sufficient to influence prices materially. 
However, with wagon wheat selling in Kansas at 25 cents 
a bushel, and the two hundred million bushels of the 
1930 crop in the hands of the Federal Farm Board hanging 
over the market, it is no wonder that the nerves of the 


American wheat grower are a little jumpy. In this, the 
year of the largest carry-over in American history, he is 
more ready to listen to his fears than he is to hunt up 
reliable statistics— and reliable statistics about Soviet 


Russia arc hard for the average man to come by. 

With Russian pulpwood the story is somewhat similar. 
While it is cheaper than American pulpwood it has not 
been cheap enough to keep out Canadian and Scandinavian 
imports. Russian coal has come in but not in great quanti- 
ties. It is contended with regard to many Russian goods 
that their protiuction is the result of convict or forced 
labor and that they may be excluded under an Act of 
Congress which forbids the importation of the product of 
such labor. But how to prove the facts about Russian 
production is another story. Undoubtedly American senti- 
ment will countenance any reasonable effort to protect 
this country from Soviet dumping. On the other hand, 
ere is not iing which can be done in this country to pre- 

I one 

-Ji on our ccommic xrten. 

Those who Icr the thrett to out murker, from Rumun 
^ ono mic method, .re al«, .fr,id of ,he effect, of Com- 
mum.m upon our m.ti.unon^ and auch fear, are am to 
berome hyreneal. Cnle.. .he haai. of capi 4 “m U 



The Rutskn 

andemtiiied hy yeart of depression we jure scarcely Ittety 
to scrap the econ<nnic ^stem which underlies western 
dvilizatkm. Its admitted defects afFord no logical argu- 
ment for completely discrediting it. On the other hand, 
many minds have been captivated by the Russian five years 
plan. Mr. Stuart Chase, one of the most articulate and 
persuasive of American economists, has said that ** the 
choice of a machine age lies between chaos and planning, 
with the logic of the latter utterly unescapable.” Mr. 
Mathew WoU, of the American Federation of Labor, has 
challenged the President to produce for this country a 
ten-year plan which will be our means of salvation. To 
this President Hoover replied at Indianapolis that America’s 
“ plan ” was to take care of a twenty million increase in 
her population in the next two decades, 

to build for them 4,000,000 new and better homes, thousands of 
new and still more beautiful city buildings, thousands of factories ; 
to increase the capacity of our railways ; to add thousands of miles 
of highways and waterways ; to install 25,000,000 electrical horse- 
power ; to grow 20 per cent, more farm products. We plan (he 
continued) to provide new parks, schools, colleges and churches 
for this 20,000,000 people. We plan more leisure for men and women 
and better opportunities for its enjoyment. We not only plan to 
provide for all the new generation, but wc shall, by scientific research 
and invention, lift the standard of living and security of life to the 
whole people. We plan to secure a greater diffusion of wealth, a 
decrease in poverty, and a great reduction in crime. And this plan 
will be carried out if we just keep on giving the American people a 
chance. Its impulsive force is in the character and spirit of our 
people. They have already done a better job for 120,000,000 people 
than any other nation in all history. 

In short the President meets the cry for economic 
revolution by a few words of glowing praise for the tradi- 
tional American individualism. It is obvious that the 
President’s prophecy is based upon an assumption regarding 
our population which may prove to be unwarranted. 

Mr. Chase objects that Mr. Hoover’s is a plan without 
planning. He points out that in years of so-called pros- 
perity we may rdease for investment as much as ten billion 
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dolkrt which goes anywhere on a hit or miss basis. He 
pleads for ** master planning ” which will bring purchanng 
power into alignment with the growth of the technical arts 
and give citizens enough income to enable them to buy the 
goods which other citizens make. This is all very well, 
but who under the American, or for that matter under the 
British, political system is to do the planning ? Is the 
master planner or the master planning board to be appointed 
by the President or elected by manhood suffrage, or are they 
to be chosen by representatives of industry upon some 
basis not yet determined ? There seem to be two practical 
difficulties. The first is that the American citizen may 
refuse to agree to the plan. He may plant more acres 
(or dcsiatins) of rye than he is allowed to by the plan, or 
he may reap too many bushels (or poods) to the acre. He 
may be guilty of contempt in the event of an order for 
investment. In that case what is the planner or the 
planning board going to do about it ? WiU the excess be 
confiscated ? It will be hard to treat the American farmer 
like a kulak. Yet an economic system of governmental or 
quasi-governmental planning would require well-nigh dicta- 
torial political powers which are highly alien to American 
and Bntish traditions. In the second place, even if we 
could imagine a national system of planning, scientific in 
us method, adequate in its scope, and administered with 
sufficient legal sanction, of what good would it be if there 
were no eorreletive system of pUning in other countries ? 
II we pUnned out wheat production down to a point at 

rri'l in"' d” r » «tlrf*ctoty 

Wheat production in other countries ? In the absence of 

Ih« a"n" A *«le it would seem 
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Mtti - prote c tkwutt tetching. Unt 3 dune i»oblema of pbut- 
can be solved we shall probably go on under e lystdn 
in winch the suppliers are recurrently tortured by inade- 
quate demands ai^ the demanders recurrently tortured by 
inadequate supplies. But it is undoubtedly true that the 
terrific economic hardships of the time are making inter- 
national co-operation in a thousand ways more and more 
indispensable. And inevitably so, for only last month two 
Americans went to Blagovestschensk and back in eight 
days. No wrander we are worried about Blagovestschensk. 
If this depression can make us think more internationally, 
its effects will not be wholly destructive. 

V. Illusions and the Future 

T O the writer, one of the most tedious things about the 
depression is the grip which it has given to our 
moralists. We are now being told that the present evils 
are a judgment upon us for our sins of greed and avarice 
and the lust in 1928 and 1929 for getting rich quick. As a 
matter of fact, while there were doubtless greed, avarice 
and lust for getting rich quick in those years of prosperity 
or pseudo-prosperity, it is very doubtful if there is any less 
to-day. We are more than ever in need of the Gilbertian 
doctrine that hearts just as pure and fair may beat in a 
house with seven bathrooms, two radios and a three-car 
garage as in a hut in the wilderness. What thoughtful 
people hoped that we had attained in 1928 and 1929 was 
some degree of stabilized prosperity. Many people, even 
thoughtful ones, believed we had attained it. Why is there 
anything illegitimate or ignoble in such an aspiration 7 
People who talked in those years of a “ new era ” are being 
ridiculed by students of the economic cycle. Yet the idea 
of a new era should scarcely seem ridiculous even to-day. 
Though the old economic laws are still in force, the increasing 
nse and efficiency of machinery, the facility of mass 
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prodnctioit, the eaie and quickness of tranaportatioii, the 
hci^teiied interdependence of all peoples and didr 
heightcoed demands as consumers, have actually produced 
changes so drastic as to warrant the term “ new era.” We 
dull make our best progress not hy ridiculing this conc^ 
tion but hj recognizing it and bjr seeking a technique berth 
in politics and economics adequate to its occasions. Here 
it a problem great enough to exercise the best mentalities 
of our world, to exercise indeed such a concert of the beat 
mentalities as will make the world itself at last free. 

“ In the next ten years,” says Mr. Walter Lippmann, 
“ we shall have to liquidate the delusions of the last ten 
years.” Just so. This is the destiny of all the decades. 
Already the curtain has risen upon the drama of the 
thirties and Disillusionment, that realistic and convincing 
performer, is playing the leading part. But who are those 
attractive little girls in the wings, so young, so agile, so 
beguiling ? In the half darkness we strain our eyes to read 
the programme. Is it possible f Yes they are the 
Delusion sisters, who even now are destined for a siuch fou. 
And jaded as we are we shall acclaim them too for their 
Tittle day. For history is the story of our new amours. 

United States of America. 

July 31, 1931. 
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D uring the Deluge, an inventor designed a new and 
more serviceable kind of umbrella. That is not a 
true story ; but it is true that on the day on which the 
rdchsmark depreciated for a time to less than two-thirds 
of its par value, dragpng down the pound sterling and 
threatening the whole structure of the gold standard, the 
Macmillan Committee on Finance and Industry presented 
their report* containing proposals for monetary reform, and 
basing their recommendations on the assumption “ that the 
next phase of monetary policy must consist of a whole- 
hearth attempt to make the existing international standard 
work more satisfactorily.” This conjunction of circum- 
stances led some commentators to write ofiF the report as 
an umbrella in a flood, a back number before it was printed. 
But it was only by an agitated press that the Committee 
were invited to provide a solution for immediate difficulties. 
Their terms of reference directed them to report on the 
permanent relations between finance and industry and not 
on a critical international situation which developed long 
after th^ were appointed. 

Their report is, in fact, a remarkable treatise on monetary 
theory and practice and contains extremely valuable 
lessons, not merely for Great Britain but for governments 
and monetary authorities all over the world. Many 
of the reforms proposed for London might profitably be 
applied in any other financial centre. The Committee, 
• Cmd. 3897. 
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which wa# appointed in November 1929, under the chair- 
manihip of Lord Macmillan, 

to inquire into banking, finance and credit, paying regard to the 
factor* both internal and international which govern their operation, 
and to make recommendations calculated to enable these agencies 
to promote the development of trade and commerce and the employ- 
ment of labour. 

comprised some strange bedfellows — an ex-communist 
and an ex- Treasury official, a trade unionist and business 
men, theoretical economists and practical banters. Yet 
only one, the Treasury expert, Lord Bradbury, dissents 
from the main report, though five others make reservations 
and though certain immediate non-monetary measures, 
which arc discussed in addenda, rouse acute differences of 
opinion. 


I. The International Gold Standard 

A BOOK might be written upon the new interpretation 
that the Committee give to monetary theory. But 
their concrete proposals arc sufficiently numerous and 
complicated in themselves without any rattling of the dry 
bones of academic controversy. First come those which 
concern the monetary system of the world as a whole ; 
and here the preliminary question to be answered is clearly, 
what should be the purpose, now and in the future, of 
that system. The Committee have no doubt — and there will 
be very few to quarrel with them — that at all normal times 
stability of prices must be the first consideration. But 
with regard to the immediate situation they utter a stern 
warning. They write : 

\Vc are emphatically of *'■» if a f irsl'.er fall «if 

wholesale prices be avoid;.!. :!. ; a;. -n approximately 

the present level would be a serious disaster for all countries of the 
world alike ; and that the avoidance of such an event should be a 
prime object of international statesmanship. 
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The Commi»ee address themselves to the pn^km 
oi bow to brmg about such a rise of prices. In a cogent 
asufyais of the causes of the world slump, which forms part 
of the descriptive section of the Report, much stress is 
kid on the part pky-ed international capital movements. 
From 1925-28 they were on an enormous scale, espedaUy 
from the United States to Europe and to Latin America. 
Then, with the Wall Street boom, they were suddenly 
diminished, and when the crash once more released funds 
for overseas investment, confidence was gone and the 
financial position of debtor countries was already desperate. 
Their system of prices, wages and balance of trade had all 
been built on the foundation of the import of capital and 
the wealth that it entailed. When the flow suddenly 
ceased, they were forced to make desperate efforts to adjust 
their trade balance, by restricting imports and by stimulat- 
ing exports with the aid of price cuts ; sometimes these 
efforts (as with wheat) were worse than nugatory because 
prices were driven down in far greater measure than demand 
would expand. The economy of the creditor nations was 
equally seriously disturbed by the sudden curtailment of 
the debtors’ purchasing power. All this explains why a 
revival of international lending plays as large a part as it 
does in the Committee’s proposals for an escape from the 
dump. The central banks and treasuries of the creditor 
countries are urged to do all that lies in their power both to 
remove hindrances to the flotation of foreign loans, and 
to maintain an abundance of cheap credit in their domestic 
money markets, available for lending as soon as sound 
borrowers apply for loans. The Committee admit that 
“ the most difficult task is likely to be to find borrowers of 
sufficient standing to give confidence to investors,” and 
while some of them “ think that in the domestic field it 
may be necessary to invoke governmental enterprise to 
break the vicious circle,” they would all regard vrith favour 
any action which might lead to some form of internationally 
guaranteed credit or to the creation of an international 
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iavettnent coqxwation. The new loan* need iwt be 
to tie weakeft debtor countries, nor indeed abroad 
at an, provided that they are allowed to have their 
effect upon international parchating power. “ It is the 
diniilt8neot:i reluctance of creditor countries fither to 
lend ar to buy wluch it the cause of the crisi*.” 

AU this part of the Report it rather va^e and genml, 
at indeed it must be, coming from a national committee 
trith no mandate to advise monetary authorities elsewhere. 
Assuming that the rite in prices can be brought about — 
and it is undeniable that, notwithstanding the great im- 
provement in the international situation which may result 
from the Hoover plan, events since the Report was 
drafted have gravely diminished the chances of any 
substantial rise in the near future — the Committee go 
on to describe the main objective of the central 
banks acting in co-operation as ** to maintain the stability 
of international prices both over long periods and over 
short periods.” One asks at once, is this feasible 
within the bounds of the gold standard ? That the general 
maintenance of that standard and the development of an 
international monetary system depend essentially upon a 
reversal of present tendencies is plainly recognised. “ In 
two years the creditor countries have increased their 
proportion of the monetary gold in the world from two- 
thirds to three-quarters. . . . It is unlikely that the 

debtor countries ran continue mucli longer to square their 
international position by parting with gold at the rate of 
Xl7®tOOOiOoo a year, as they have been forced to do in the 
last two years." 

Even if the necessary revival of international lending 
takes place and prices rise — indeed even if that were not 
to come about — there would remain the problem of 
•ecuring stability, that is to say, of basing upon the avail- 
able gold resources a sufficient volume of credit to mainuin 
prices at the higher level that it desired. The inadequacy, 
under present circumstances, of the supply of new gold 
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ami tile e^iemltiiig bom the ma]-ch«tritmtwa of exiatii^ 
Msdn aie fa% deidt 'with in the desa^ittve chapters of the 
Report. Hie remedies for these troubles are to be found 
ooty throng intematkmai co-operation, and little or 
nothii^ can be done without the assent of the present 
hoarders, but the Committee endorse the recommendation 
of the Gold Delegation of the Financial Committee of the 
League of Nations, and express a hope that central banks 
will in future abandon the circulation of gold coins, discuss 
together the relaxation (or in other circumstances possibly 
the tightening up) of reserve requirements, be permitted 
to reckon balances with central banks of other gold 
standard countries, or with the Bank for International 
Settlements, as part of their legal reserves, and not be 
unduly limited, as the Bank of France is now, in their power 
to expand their deposits otherwise than against a corres- 
ponding increase in their holdings of gold or its equivalent. 
There is no one way of making the world’s gold supply 
sufficient for its monetary needs. Various adaptations 
of the gold standard may be necessary before success is 
achieved, but at least it is clear that under a rational 
system there would be quite enough gold to secure both 
safety and stability. 

In future, if we are to be saved from the waste and misery 
attendant upon long-period variations in international 
prices, and from the disorders wrought by the business 
cycle, the domestic monetary systems of the world must 
severally be based upon the realisation that, as gold has 
disappeared from circulation, the contingency of what the 
Victorian theorists called an “ internal drain ” has been 
banished as a factor to which gold reserves should be 
related, leaving only the possibility of an “ external drain.” 
The Committee point out — ^and it is not the least of their 
services to the public — that under present circumstances 
it is altc^ther iiuppropriate to maintain some standard 
proportion between gold reserves and the note issue ; and 
that “ the sole use of a gold reserve to-day is, therefore, to 
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• coontiy to meet deficits in its internatioiial balance 
ai {Moments, until tbe appropriate measures can be taken 
to bring it again to equilibrium.” One might add anenher 
uae, which the Committee implicitly recognise, thoi^h 
they do not name ; that is, to give the public, it may be 
without justification, an assurance of the stability of the 
monetary system and so to prevent sudden panicky flights 
from the currency. That is not the only change in our 
traditional ideas of monetary affairs which the Committee 
would have us make ; it is as well that the imprimatur of 
a blue-book should be given to the once revolutionary 
proposition, that “ the sense in which the gold standard 
can be said to be automatic is very limited ; it is automatic 
only as an indicator of the need for action and of the end 
to be achieved.” In other words, we already possess, in 
tome measure, a managed currency. 


II. A Managed Currency 

T he aim of the Committee’s recommendations con- 
cerning the domestic monetary system is, in brief, 
to provide a more powerful, more flexible and more effective 
instrument for managing the currency, within the limits of 
an internatiorul system, itself manipulating the currency 
and credit of the world according to a definite preconceived 
plan. The Committee cmpliatically reject proposals both 
for devaluating the pound sterling and for abandoning the 
gold standard altogether. Great Britain’s prosperity turns 
upon her relations with an international system of finance 
and trade ; no attempt of hers at isolation could defend 
her from the repercussions of instability elsewhere. The 
Committee add ; 

If, therefore, ihU country were to cut adrift from the international 
system with the object of setting up a local standard with a sole 
regard to our domestic situation, we should be abandoning the larger 
problem — the solution of which is certainly necessary to a satis- 
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Itctoij tolatioa of tbe poidf dMaestk !^oUaii~)eit at tlUe 
nwment, ma/lw, when, if we were able to l<Kdc » Htt)e, further 
{mward, the beginmog* of general progress would be becoming 
vitibk. 

Within the limits set by the gtdd standard, and after 
the present extreme depression of prices has been deliber- 
atdy corrected, “ the endeavour of domestic management 
it described as “ to promote the stability of output and of 
employment at a high level by influencing the regular 
flow of savings into investment at home and abroad so 
far as is compatible with the international situation.” It 
is proposals such as that which make Lord Bradbury’s 
flesh creep. “ Honesty,” he writes, “ even if stupid, is 
a better foundation for credit than the most adroit finesse.” 
But the majority of the Committee consider that the present 
acute industrial and financial malaise^ and the prospect of 
a growing shortage of gold, together provide more than 
sufficient justification for an experiment in managing the 
currency system. 

The managing authority should be the Bank of England — 
— “ independent of political influences, yet functioning 
solely in the public interest . . . entrenched in the 

centre of the struggle for profit and with access to 
the arcana of the market, yet itself aloof and untinged by the 
motives of private gain.” Where is the attack on the Bank 
of England that the Labour press prophesied ? Save for 
a reservation by the retired communist, Mr. Walton 
Newbold, it is almost entirely confined to lukewarm 
criticism of the Bank’s failure to expand credit sufficiently 
between 1927 and 1929. 

But the Bank cannot act alone ; it requires the loyal 
co-operation of the joint-stock banks, the discount houses 
and the private money market, and there is little doubt 
that it will be able to rely on them in the future as in 
the past. Indeed, the illuminating description, in one of the 
early chapters, of the working of the City of London 
brings out the loyalty that already exists and that has 
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been one of tbe chief instromentt wherebjr die Baidt of 
Eagbod hai maintained far greater control aver tbe 
cre^ ttracnire than has the Federal Reserre Board in 
America. It is significant that, whenever the Committee 
a A for the publication of such statistics at the volume of 
Acceptances, or of foreign balances and foreign liquid assets 
held in sterling, they propose that they should be fnmiriied 
in confidence to the Rank of England, which would publish 
Aggregates only. This trust would be lost were the in- 
dependence of the Bank from political influence to dis- 
appear, and we shall do well to heed Lord Bradbniy’s 
warning that the grant of great and arbitrary powers of 
currency management to the Bank may sooner or later 
involve its subordination to Parliament. It is not too much 
to say that if that were to come about the whole fabric 
of the system that the Committee envisage would be 
destroyed. 

'rhe Committee recommend such changes in the legal 
restrictions upf>n the Bank as would provide it with a far 
more flexible instrument of management than it possesses at 
the moment. The changes relate mainly to the gold reserve 
requirements. At present there is a fixed fiduciary issue 
of currency of /;26o.ooo,ooo ; against the remainder 
(commonly about 150,0^,000) the Bank must hold pound 
for pound in gold, the Treasury taking the profits on the 
purities held against the l26o,cxx),ooo fiduciary issue 
So much for the Issue Dcparimcnt. The amount of notes- 
TOt in circulation is carried down into the account of the 
Banking Department, where they form its reserve and in 
effect measure “ the maximum amount of gold which the 
Bank could part with in the absence of a change in the 
volume of notes in circulation, unless the powers of extend- 
ly the fiduciary issue arc used." The Committee first of 
all recommend that the two departments should be amal- 
gAmated, wd that the Treasury should receive the profits 
on the securities held against the fiduciary i„ae 
whawer it may be, but on securities varying in amount 



acoocdiBg to the CKoets of the Betdc^s aotes sad depodt* 
over its ^old and diver hdldiogs. Hie <d>ject the OHiir> 
adttee had in mind vnis that the Bank diodld not be 
deflected in its policy, as it might conceivably be now, by 
the hict that any increase in the fiduciary issue woidd 
reduce its profits and increase those of the Govemmoit, 
and in fact should be guarded against large variations in 
fvofits which might arise out of fluctuations, due to con- 
dderations of public policy, in the respective proportions 
of its gold and its earning assets. It is, of course, true that 
the Treasury’s profits, instead of being fixed, would 
fluctuate in future. But in this matter it is obviously more 
important to protect the Bank than the Government. 

That, however, is only an incidental proposal. The 
Committee regard the principle of the fixed fiduciary issue 
as antique because it falsely relates the immobile gold 
reserve to the amount of the active note circulation, and 
serves to “ forbid the Bank of England to use by far the 
greater part of its gold for the only purpose for which it is 
held or could be used.” What is the sense in having a gold 
reserve which you are not prepared under any circumstances 
to part with ? The Bank of France may know the answer, 
but the Macmillan Committee do not. So they recommend 
that there should be a fixed maximum note circulation (they 
suggest j^40o,ooo,ooo) and a fixed minimum gold reserve 
of, say, j^75, 000,000, both variable temporarily under 
exceptional circumstances. It is not, however, suggested 
that the Bank would ever, except in war time or equal 
emergency, allow its gold reserve to faU to anything like 
X 75 ,ooo,ooo. Indeed an essential part of the Committee’s 
proposals is that as soon as possible the Bank’s reserve 
of gold and foreign exchange should be actually enlarged. 
These proposals taken as a whole are far more rational than 
the present system, but it follows, of course, that the 
greater freedom granted to the Bank of England involves 
greater responsibilities. There is danger that restriction 
would not be undertaken soon enough, that therefore the 
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conditioo* nece«»ita-ting it would be prolonged, and diat the 
l^iik intght find itself deprived of its mobilisable gold rescue 
while yet the intcmational balance had not been improved. 
That risk cannot be obviated, but it is worth taking when we 
consider the absurdity of a system under which the power 
of the Bank to make up what may be a passing deficit in the 
balance of international payments, including short-term 
loans, it made to depend upon a fixed and somewhat 
arbitrary maximum for the internal note circulation. The 
circumstances justify the experiment, though again a 
condition must be that the Bank of England continues to 
stand outside political influence. 

The necessary complement of the grant of these new 
liberties to the Bank of England is that it should be given 
greater strength. After an analysis of our international 
financial position, based on certain figures of short-term 
obligations which were badly needed by economists, but 
which have never been published before, and which arc 
even yet incomplete, the Committee conclude “that the 
Bank of England's liquid assets ought to be increased at 
the first opportunity to a substantially higher figure, 
and maintained thereafter .it this higher figure as the 
normal.” At the same time, they think “ that in the 
modern world, having regard to the scale of inter- 
national operations and the size of other money markets, 
the Bank of England should fed itself free to see, 
without anxiety, very large fluctuations in its own liquid' 
assets between their minimum and their maximum.” 

ITte Committee have several suggestions for providing 
the Bank with suflicient assets to enable it to strengthen 
Its position in the way indicated. They propose, first, 
that the Bank should increase its capital. Second, in order 
to increase the deposits of the joint-stock banks with the 
Bank of England, the Committee further recommend that 
the liOndon clearing banks should aim at maintaining a 
daily average cash ratio of not less than to per cent., which 
would be rather higher than at present ; they do not, how- 
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metf propose dut tin« alkcmH be a legal obligation upon 
the bai^ This woiild increase bankers’ deposits with 
the Bank of England bp something under j^ao,ooo,ooo. 
This proposal is linked with one for the abolitimi bp the 
banks of the practice of “ window-dressing ” — ^that Is to 
sap, malrin g a Special displap of strength on the daps 
on which thep publish their accounts. The Committee 
raggest that, if the Bank of England were to maintain 
reserves of notes at various centres about the countrp, the 
joint-stock banks could safely turn, sap, j^40, 000,000 of 
their present cash reserves into balances at the Bank of 
England. In return for a relaxation of the traditional 
secrecy as to its own policy and actions, the Committee 
recommend that the Bank of England should be furnished 
with certain hitherto unavailable statistics, most of them 
to be provided by the banks and finance houses, but some 
bp public departments, especially the Board of Trade, 
whose vagueness regarding the balance of payments and 
dilatoriness with the census of production have long been 
the despair of economic workers. A particularly inter- 
esting chapter contains proposals for closer cooperation 
between the capital market and industry, along the lines of 
the present relations between overseas borrowers and the 
merchant banking houses which sponsor their issues. 


III. The Balance of Trade 

V ALUABLE as many of these proposals are, the 
efficacy of every single one of them in restoring and main- 
taining trade prosperity depends upon an improvement of 
Great Britain’s international commercial position. As 
long as the demands upon us so far exceed the payments 
we receive that our gold resources are in constant danger 
of depletion, it would be idle for us to attempt to restore 
internal prosperity by an expansion of credit, with its 
attendant reactions on the balance of trade, and equally 
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iMm to mcoange fieih ovti*e*» lending. T^iere «« two 
oondttkw* which must be fulfilled before we csn espoct 
• return of foreign balances and a relief from the p^sure 
upon our gold reserves ; the first is confidence in the 
security of our national finances and the second is an 
impfovemesit in oar international trading position. To 
the problems presented by the latter condidon, various 
members of the Committee address themselves in addenda 
to the report. Half a dozen, who include Mr. Keynes, 
Mr, McKenna and Mr. Bevin, while “ pinning all their 
hopes ” on a recovery of world prices as an alternative to 
wage reductions, support the control of imports cither by 
a tariff, with compensation for exports, or by import 
boards, and the launching of big government schemes of 
capital development . Professor Gregory t renchantly attacks 
these proposals, supporting a reduction of wages and salaries, 
not necessarily in the export industries, but in “ the ancillary 
and sheltered trades whose wage rates and standards have 
been maintained at the expense of the standard in industries 
less able to protect themselves.” The policy of protection 
is dismissed by Lord Bradbury as ** merely enlarging the 
list of sheltered trades at the expense of the export trades.” 
Mr. Brand, postulating that, as a condition not merely of 
immediate recovery, but likewise of the satisfactory 
management of the currency in future years, the surplus 
on our balance of trade must be increased, examines in 
order the alternatives of greater efficiency, wage reductions 
and tariffs. He concludes that ” there are still very big 
opportunities to reduce costs by greater efficiency in the 
widest sense of modernisiitg both production and selliug 
and limiting harmful competition ” ; that reductions of 
salaries and wages (particularly in the sheltered industries) 
are necetury, in view of the probable tendency of costs to 
fall elsewhere even while prices are rising; and that the 
streng^ening of our balance of trade by means of a tariff, 
while it may become necessa^ if the nation refuses to put 
iu house in order, is not likely to be as satisfactorv for 
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Wlsfe we are aot prepared to pronoonce liteee opoo the 
mcistt of these Tarions arguments, we bdieve that some 
each ecfcctic view is the right one. There is no absolute 
and universal right or wrong about tariffs or wage adjust- 
ments. But for those who are inclined to favour import 
duties, we would call attention to another passage in which 
the Committee declare their belief “ that the first measure 
towards the restoration of the international price level must 
necessarilp be taken on the initiative of the creditor coun- 
tries, and that it must consist partly in a greater willingness 
to buy and partly in a greater willingness to lend.” One 
of the conditions of recovery is a reduction of tariffs in 
creditor countries, and if Great Britain is to move on the 
opposite course she must beware lest other countries 
imitate her. We are in a peculiarly difficult position. 
As a great creditor country we cannot escape the obligations 
that are laid upon us by any attempt to hoist the world 
from the slough that it is in, while at the same time the 
weakness of our International trading and financial position 
forbids us to take action for the relief of debtors. Thus 
the immediate and perhaps most important lessons of the 
Macmillan Report are addressed to those great creditor 
countries who are far more secure than ourselves. 

But meanwhile we cannot escape the urgent task of 
setting our own house in order. Those who looked to 
the Macmillan Committee to provide a ready-made solution 
for our industrial problem and a happy issue out of all our 
economic afflictions were doomed to disappointment, 
because no reform of the monetary system, no amendment 
of the relations between the banks and industry, can cure 
ills which go far deeper. A man in the throes of pneu- 
monia may well seek advice regarding the clothes he should 
wear in order to render himself less liable to catch cold in 
the future, but he would not expect the prescription to 
cure his disease or even to prevent its recurrence if he 
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gOM on tnlulntiiig a bog. It is not a condemnation of the 
Macmillan Report to say that, until sacrifices are made all 
round to meet the desperate situation we are in at the 
nunnent, its recommendations will help little to restore 
our economic health. The Committee were not asked to 
provide a means of escape from the immediate economic 
crisis. Fortunately we do not need an expert committee 
to tell us what, in general, we must do. Our budget is 
unbabneed and our industrial costs are too high. Those 
arc facts beyond question, and they must be turned into 
the past tense if our monetary system, even amended as 
the Committee urge, is to withstand the strain that our 
improvident policies have placed upon it. 
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DOUBTS AND DIFFICULTIES 
IN INDIA 


T O describe, as we did in our last article from India, the 
logical series of events which led direct from Lord 
Reading's speech at the Round Table Conference on 
Januarj 5 to the conclusion of the Irwin-Gandhi agreement 
and its ratification by the Congress at Karachi on March 30, 
was a comparatively simple task. The tale to be told was 
important, straightforward and dramatic, and the period 
under examination constituted a natural historical whole, 
with a clean beginning and ending ; the ending, moreover, 
could be interpreted as a happy one. But on this occasion 
the problem before us is very different ; indeed, to con- 
struct a coherent story out of the multitude of discordant 
and inconclusive occurrences which have taken place here 
during the last three and a half months is impossible.* 
All we can pretend to do is to direct the reader’s attention 
to the outstanding changes, tendencies and problems which 
have arisen, to indicate their probable significance — ^which 
is in the majority of instances unpleasant — and to postpone 
any attempt to gather up the loose threads and knit them 
into a harmonious narrative unit until three months hence, 
when our next article will be written in circumstances 
which, it is to be hoped, will be less confused and ambiguous. 


I. Thp Second Round Table Conference 


T O start with, the great constitutional conundrum, which 
for years has dominated the whole intellectual life of 


India, where political disputations probably absorb more of 
the mental energies of the educated classes than anywhene 
* This article ia dated Julf 26. 
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die in the world, appear* to the general public to have 
been brought little if at all nearer aolution since the Round 
Table Conference was adjourned over *ix months ago. 
During the first half of that period, that is to sa^, between 
the Prime Minister’* speech to the Conference on January 
19 and the end of Lord Irwin’* Viceroyalty in April, the 
negotiations between the Government of India and the 
Congress diverted attention from the main issue, since 
for the time being everything was subordinated to the 
enthralling question whether the working committee would 
reallj^ be willing or able to discontinue the civil disobedience 
movement and co-operate with the authorities in restoring 
the country to normal conditions. But as soon as the 
agreement was put into effect, and the excitement engen- 
dered by the release of the political prisoners had subsided, 
the constitutional problem resumed its normal place in the 
popular mind as the most urgent and interesting matter 
of the moment ; and the seemingly complete failure, during 
the next three months, of the British and Indian Govern- 
ments and the Indian political leaders to devise, between 
them, any means of settling the many extremely complex 
questions which were left unsolved in January, has caused 
widespread irritation and disillusionment, and destroyed 
much of that remarkable “ atmosphere” which was perhaps 
the original Conference’s most valuable product. 

To every intelligent observer of the ordinary movements 
of Indian political thought, it was clear that a psychologicah 
reaction such as this, which may have serious consequences, 
would occur unless arrangements could be made, within 
at the latest three or four months of the adjournment of 
the Conference, for its resumption at a definite date, and 
wih a known programme and personnel. For an enthu- 
siistic emotional response to any big and hopeful change of 
policy is as difficult to maintain here as it is easy to evoke • 
and so fervent is the desire of the majority of educated 
Ilians that the ideal of a united self-governing India 
should be realised with the minimum of delay, that they 
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find it difficult to wat(^ withont iinpaitieiu» the cumfaioiM 
mechanism whereby the change is gradually being effected, 
or to refrain from blaming the operator for the innumerable 
bitB of grit -which necessarily get into the works and prevent 
their functioning smoothly. Nevertheless, although the 
importance of this emotional factor was well understood, 
80 many practical difficulties have stood in the way of a 
speedy resumption of the constitutional negotiations that 
serious delay has been unavoidable. 

The first setback originated in England, within a few 
days of the conclusion of the Irwin-Gandhi agreement. 
On March ii the news was received here that Mr. Baldwin, 
at a meeting of the India Committee of the Conservative 
party in the House of Commons, had declared that the 
Conservatives would not be represented at the contemplated 
sittings of the Round Table Conference in India. What 
exactly this announcement should have been interpreted to 
mean was revealed two days later, when the Conservative 
leader made it clear, during the debate on Indian affairs 
in Parliament, that much of the alarm which his statement 
had immediately aroused was unjustified. His party was 
not in fact embarking on a policy of non-co-operation, and 
thereby repudiating the statement of policy he had made 
on its behalf on January 26 ; all that they had decided was 
that the project conceived at the end of the Conference few 
resuming its sittings in India during the summer was 
unsound, and that if a British delegation were indeed tt 
go to India, it should not be an all-party delegation, but 
consist of representatives of the Government only. The 
Cabinet, as is known, was forced to the conclusion that no 
useful purpose would be served by despatching a British 
delegation to India at all, and that such discussions at 
were required out here before the Conference was resumed 
in London must be held between members of the Govern- 
ment of India and Indian political leaders. Some confusion 
Was undoubtedly caused by this change of plan, but it did 
not amount to very much nor last for long ; and the reasons 
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for tlie difficulties that have subsequently arisen most be 
•ou^ in this country only. / 

At the outset, a certain amount of delay was mutable 
owing to the c^nge of Viceroys ; for I^rd Willingdtm, 
despite his experience of Indian affairs, naturally required, 
before making any important decisions, to spend a few 
weeks in examining the new situation which had developed 
since he left the country in 1924, and in acquainting himself 
with important officials and political leaders. But before 
the month of April was out it was more than ever obvious 
that the greatest and most enduring impediment to pro- 
gress was the communal problem, and that while there 
remained any chance of its being settled on Indian soil, 
within the six weeks or so that might legitimately be 
allotted to the purpose, it would be undesirable to make 
precise arrangements for resuming the Conference in 
London, where the Hindu- Moslem differences had defied 
all attempts at solution. For it is generally agreed that a 
settlement between the Hindu leaders and the repre- 
sentatives of the Moslems, Sikhs, and other minority com- 
munities should, if possible, be spontaneously effected in 
India rather than imposed from without ; from the 
British point of view, tWs policy is obviously the best, and 
it has the whole-hearted support of every self-respecting 
Indian nationalist, who would naturally consider it 
humiliating that in these days the domestic difficulties of 
his compatriots should still have to be settled by aliens.^ 
Moreover, Mr. Gandhi, as usual in the forefront of nation- 
alist opinion, had publicly stated, not long after his release 
from gaol, that it would be futile for the Congress to be 
represented at the second Conference unless the commuiul 
disputes had been composed beforehand ; and since one 
of the chief merits of the Irwin-Gandhi agreement had 
been that it made possible the participation of the most 
powerful political organisation in this country in the 
forthcoming constitutional negotiations, it was obviously 
necessary that this potential asset should not be 
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IJ. The Moslems and the Princes 

A S time passed without any progress being achieved it 
became clear that some constructive effort was required 
if the authorities were not to be blamed for inactivity ; and 
on May 20 it was officially announced that, if suitable 
arrangements could be made in India, the meetings of the 
Federal Structure Sub-Committee would be resumed in 
London on June 29. The moment chosen seemed not 
inauspicious ; for the discussions between the rival schools 
of Moslem political thought in Bhopal earlier in the month 
had not ended in deadlock, and Mr. Gandhi’s visit to Simla 
during the previous week had been considered tolerably 
successful. However, during the next fortnight or so a 
fresh crop of difficulties sprouted, and it was soon evident 
that there was no chance of a meeting of the Federal 
Structure Sub-Committee before September at the earliest. 
A preliminary obstacle was that many of the prospective 
delegates indicated that they would find it very difficult, 
for personal reasons, to leave India at such short notice. 
But much more serious than this was the fact that prospects 
of a communal settlement, which had seemed, for a moment, 
not absolutely unattainable, were now fast receding. The 
Sikhs had already shown indications of resenting Mr. 
Gandhi’s suggestion that they and the Moslems must reach 
mutual agreement on the Punjab question before the 
Congress could let them fill in the ** blank cheque ” which 
they had been promised some months previously, and the 
Moslems were even more suspicious. As far back as 
May 18 a meeting of the Calcutta Moslem Youth Confer- 
ence had reaffirmed the decision, made during January by 
the AU-India Moslem Conference in Delhi, that separate 
electorates for minorities should be retained ; and thence- 
forward signs multiplied that the Nationalist Moslem 
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gfoofs wfckh lus the support of the Gmgress party ia 
iavonrsiig joint electorates, was losing ground not only 
in Bengal, but in other parts of the country. On June i its 
seemingly pro-Hindu policy was strongly denounced at the 
All-India Moslem Volunteers Conference in Bombay, and 
two other important meetings in the city daring the next 
fortnight, namely the All-India Khilafat Conference and 
the All-India Moslem League Conference, adopted a 
similar attitude. And when on June 22 the so-called 
Bhopal conversations between representatives of the 
Nationalist Moslem group and their more conventional 
co-rcligionists, which had been transferred, after some 
embarrassing postponements, to Simla, completely broke 
down, all hope of the Hindu-Moslem question being 
settled on Indian soil during the next few months had to 
be abandoned. Moreover, towards the end of May there 
were indications of trouble of an entirely different kind. 
Ever since the return of the Princes and their representa- 
tives from London, it had been suggested that objections 
to the idea of an all-India federation were likely to be raised 
in certain quarters, and for a week or two after June 12, 
when the Maharajah of Patiala actually published his 
remarkable denunciation of the scheme formulated at the 
Conference, it was difficult to estimate how far the opposi- 
tion would extend. In point of fact, the Maharajah’s 
action seems to have had the contrary effect to what he 
presumably desired, for at the important series of meetings 
held in Bombay between June 28 and July 4 the support 
which the opponents of the federal scheme secured from the 
Princes and ministers of the States who were present was 
surprisingly small, and opinion, on the whole, definitely 
consolidated in favour of the policy originally adopted at 
the Conference. But while so crucial an issue remained in 
suspense, to arrange a resumption of the sittings of the 
Federal Structure Sub-Committee was obviously inex- 
pedient if not impossible. 

Until the first week in July, therefore, the progress made 
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a^Mated to be negligible, and great nnceitaiatjr and dis* 
iOnsion prevailed. But during the last fortnight the issues 
have clarified, at least in so far as the Princes and the 
Moslems are concerned. As regards the forinsr, the great 
majority now appear to be effectively committed to the 
policy outlined at the first Round Table Conference, and 
although the detailed arrangements for an all- India federa- 
tion will doubtless talce some time to put into effect, and 
may not be approved by certain rulers, the major Princes 
with few exceptions have evidently decided that their 
future interests will be served best if they come into direct 
constitutional relations with British India now, rather than 
remaining in a state of autocratic isolation which the ten- 
dencies of the modern world may render increasingly pre- 
carious. To enter a political system which is bound to 
be predomiiuntly democratic in tone is, for them, a step 
by no means unattended with danger, as the practically 
communistic programme adopted by the Indian States 
Peoples Conference in Bombay during the second week in 
June clearly showed ; but on the other hand it may be 
expected to prove popular, owing to its patriotic flavour, 
and will probably secure for the Princes greater control 
over the affairs of their country than they could otherwise 
obtain, and thus enable them to apply the brake to any 
reformist movements, either in their own territories or in 
British India, which they consider precipitate or undesirable, 
and incidentally also to escape much of the somewhat irk- 
some control of the Foreign and Political Department. 

Doubts as to how far the Princes were really likely to 
agree to a federal constitution having therefore been 
practically set at rest, it proved possible, six days ago, for 
the Government of India to publish a final list of prospective 
members of the reconstituted Federal Structure Sub- 
Committee, and it may now be taken as settled that this 
body will resume its sittings in London during the first 
week in September. A point which has evoked some 
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corameitt is that no members of the Nationalist Moslem 
groop have been invited to join it ; and if the Minorittea 
Sttb-Committee is found, w^n the invitations are issued a 
few days hence, to contain no representatives of this schoed 
of thought either, it will be held to prove the truth of the 
rumours now current, that representatives of the AU-India 
Moslem League recently announced to the Government 
their refusal to participate at all if their Nationalist co- 
religionists were asked to attend the Conference.* In any 
case it is certainly a fact that conventional Moslem opinion 
has hardened still further since the latter part of June. 
The speeches made at the meeting of the Nationalist 
Moslem Conference at Faridpur on the 27th and 28th were 
distinctly less favourable to the ordinary Congress point of 
view than had been expected, and a strongly communal 
attitude was adopted by the All- Bengal Moslem Conference 
at Dacca on July 1 1 . Moreover, the fact that the Congress 
Working Committee, after strenuous attempts in Bombay 
between July 9 and 18 to bring round Mr. Shaukat Ali 
snd other representatives of the All-India Moslem League 
to Its own point of view, has now definitely plumped for 
joint electorates, is generally considered to show that Mr. 
Gandhi and his followers have abandoned all hope of 
effecting any agreement in the near future with that large 
section of Moslems whom they consider to be intransigent 
cornmunahsts. On the other hand, some satisfaction can 
be derived from the fact that the working committee, at its 

enabled Mr Gandhi to withdraw from the position he had 
previously adopted on the Hindu-Moslem question, and 
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The discussions in Simla during the course of the last 
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wcdc were bjr no nteans easy, but on the other hand the 
raptnre that was at one time feared did iioti occur, and 
Mr. Gandhi’s name is among those which have been added 
to the list of people invited to serve on the Federal Structure 
Snb'Committee. On the whole it seems probable t^|, 
whether the Congress is really in earnest about the Cdhr 
ference or not, the Mahatma will attend it, if only for the 
sound strategic reason that Simla or Delhi would, be a far 
less effective place in which to stage a final breakdown than 
London. In other respects, too, the prospects for the 
Conference now seem somewhat brighter. The report of 
the special committee appointed to work out the practical 
details of the reforms proposed at the Conference for the 
North-West Frontier Province has just been published, and 
seems to have been well received, and two experts have 
recently been deputed to investigate the probable financial 
consequences of separating Sind from the Bombay Presi- 
dency. The Indian Sandhurst Committee, which was set 
up at the suggestion of the Defence Sub-Committee of the 
Conference, completed its investigations some weeks ago, 
and its recommendations will be available during the dis- 
cussions in London in the autumn. In addition, as \vas 
indicated by the communique issued by the Reforms office 
on June 12, a great deal of useful spade-work has been 
undertaken by the Government of India in other directions. 
Preliminary investigations into the possibility of establish- 
ing Orissa as a separate province are in progress, and a com- 
mittee is shortly to be appointed to enquire into the 
detailed implications of this problem ; government depart- 
ments have been busy classifying administrative subjects 
under the headings of federal, central, and provincial ; and 
a nuss of statistical data has been accumulated on matters 
of finance. Thus, by the time the Conference resumes its 
sittings, it will at least have plenty of material to work 
upon, and unless some major political difficulty is encoun- 
tered, its conclusions should be much more definite than 
those provisionally reached in January. 
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III. Acrauan Discontekt 

W ERE it not for the fact that, when this article is 
read, the constitutional aspect of Indian affairs will 
prcA>abl/ be engaging public attention in England, we would 
have devoted far more space to discussing the many other 
topics which have been troubling thoughtful observers here, 
and which will now have to be treated somewhat per- 
functorily. To the resident in this country, by far the 
most conspicuous and unnerving phenomenon of the last 
three months has been the increasing difficulty of the 
administrative problems with which the Government has 
been confronted, and the multiplicity of their immediate 
causes. Some are directly attributable to the working of 
the detailed provisions of the Irwin-Gandhi agreement, 
others to agrarian disturbances, or communal tension, or 
labour disputes. In Burma, what was thought last Decem- 
ber to be a brief and unimportant rebellion has proved 
extraordinarily intractable, and assumed such dimensions 
aa to bring about the collapse of the ordinary administrative 
machine in at least two districts ; while the activities of 
terrorists throughout the country, despite the success of 
the police in effecting arrests, have become increasingly 
frequent and alarming. Those who endeavour to look 
below the surface for the ultimate origin of these various 
disorders will probably trace them to two sources, the one 
socio-political, and the other economic. Because the civil 
disobedience movement last year, and the confusion which 
tl brought in its wake, were no more than symptoms of an 
increasing malaise from which India has been suffering for 
years as a result of the impact of Western ideas upon a 
sutic Orienul civilisation, and because it happened to 
coincide with the onset of an unprecedented economic 
depression which is still increasing in severity, it is impos- 
sible to contemplate the future without forelx^ing 
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' To t«un BOW to dctuls, K&. Gatidki bat undoubtedly 
been ^akceie inJuaendeavoursto implement tlmDermsof tbe 
agteement, but tbe same cannot be said of many of fa» 
{(dlowets, and the fact that the truce still holds is about the 
bmt that can be said of it. As was to be expected, the 
release during a period of about a month of thousands of 
political prisoners throughout the country, many of then! 
in a state of great mental excitement, caused considerable 
anxiety and confusion, and incidentally led to serious dis- 
sensions within the Congress ranks in many places, par- 
ticularly the Punjab and Bengal. At the outset a tendency 
was apparent among the younger and more exuberant 
Ccmgressmen, which was undoubtedly encouraged by some 
of the leaders, to treat the agreement as no more than a 
convenient means whereby the Congress might regain its 
strength and prepare for further strife ; and the district 
authorities were much exercised as to how far they could 
allow these activities to develop without incurring responsi- 
bility for the disturbances to which they were liable to give 
rise. During May and June the situation was particu- 
larly difficult j speeches were made throughout the country, 
frequently by responsible Congress leaders, on the necessity 
for maintaining the “war mentality,” the police were 
boycotted and obstructed, as for instance at Manbhum and 
Bhagalpur in Bihar during May ; and attempts were made 
to set up parallel courts in many places, the most conspicu- 
ous being at Midnapore in Bengal. From practically every 
province reports were received of a growing difficulty in 
securing routine information, and of the decline in the 
morale of minor officials and government servants owing to 
the iiuctivity of the authorities. The criminal statistics 
were also becoming very disquieting, the number of reported 
cases of dacoity in Bengal, for example, being far higher 
during the first five months of 1931 than the average for 
whole years in the past. 

But perhaps the most sinister feature of the whole 
business has been the agrarian agitation fostered by the 

83* 



Doubts aihd Di^Scfdtiet ifi India 


CoogreM in varioui parti of the country. The pl^t of 
the peaiantiy at present is very distressing, for aldioa^ 
the harvests of 1930 were fairly good^ the extraordinary fall 
» commodity prices rendered a great deal of the produce 
unsaleable, and in consequence many of the cultivators have 
no money with which to pay their rents ; and in the United 
Provinces, which, with Gujerat, has been the most con- 
spicuous centre for disturbance, the situation is particu- 
larly serious, since for several seasons prior to 1930 the 
rainfall was markedly defective. But that the Congress 
should exploit these rural difficulties for political purposes 
is deplorable, even though to some degree they may be 
inspired by sympathy and altruism. For the perils of such 
activities are impossible to exaggerate. About 90 per cent, 
of the inhabitants of India are poverty-stricken peasants, 
not quite so ignorant and superstitious now as they were 
ten years ago ; the amount of uncultivated land available 
for agricultural purposes, despite the development of 
irrigation, is extremely limited ; and the total population 
of the country has increased by no less than 36 millions m 
the last ten years, the increase having been greatest in the 
rural districts. The facts speak for themselves; the 
traditional apathetic contentment of the ryot may strike 
the reformer as deplorable, but once it is destroyed a 
catastrophe would appear to be inevitable. And if the 


present acute economic depression is accentuated by a 
failure of the monsoon, as seems by no means unlikely 
since the rainfall for the month of June was 23 per cent, 
in dcfca throughout the whole of India, the consequences. 

,h. of ,he Congre,,. would be ei- 

•enou.. Already there have been .poradie agrarian 
dtaonier. m many part, of the country, A aentindlr and 
^JdT"!,'’ rV' ■"“‘‘'"‘I Allahabad during die 

a.^1, 1 f “-“i PoU™ ofSeiala have 

been a.uulted, and alarming demon.tration. have been 
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fine^Maii ; in tli« ^tmmsunce* thirare loemt tmsef 
pMilMbili^ liur tile trouble will extend. 


IV. Terrorism 

S O far as communal riots are concerned^ their number, 
despite the continued political tension between, the two 
major communities, has been substantially less than during 
the first three months of the year, and the big religious 
festivals have passed off comparatively peacefully. The 
most serious outbreak took place not in British India, but 
in Kashmir, where nine people were killed and many injured 
on July 13, and communal disturbances occurred in two 
other States, namely Pudukotta and Janagadh, about a 
week later. The only noteworthy clash in British India 
was a minor riot in Cawnpore on May 30, during which the 
police had to fire and two people were killed. The number 
of terrorist outrages, however, has been very great, and 
that this has been so, despite the successful coups brought 
off by the police in the United Provinces and the Punjab, 
the strict application of the special ordinances in Bengal 
and Burma, and the incarceration of several presumed 
terrorists in connection with the Delhi conspiracy case, 
clearly shows how widespread the tendency to violence has 
now become. In the last week of April bombs were thrown 
at Europeans sitting in the pavilion of the Royal Calcutta 
Golf Club. During May, an alarming plot was discovered 
in Chittagong, electrically-'wired canisters containing 
powerful explosive having been found near several important 
buildings ; a plan for murdering Europeans was believed 
to have reached an advanced stage in the Bakarganj district 
of Bengal ; bombs were thrown at Mainpuri in the United 
Provinces and near Tippera in Bengal ; a constable was 
shot dead and two police officials injured in a train near 
Suchetgarh in the Punjab ; and an explosion occurred in 
the Sanatan Dharam school at Cawnpore. Early in June 
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CswapoK w»« the iceae of a couple of fnrthtf :0«t«»ge»i 
two contublef having been ahot when attempting to effect 
arreita, and a bomb having gone off in the railway station. 
In the aame month bomba were flung and shots discharged 
at a Moslem cloth dealer in Lucknow, and a policeman was 
mitxt by a bomb in Patna- During July there was yet 
anothe** murderous assault at Cawnpore, and within the 
last wedi there has been the deplorable revolver attack on 
the acting Governor of Bombay, in a college at Poona, and 
the even more deplorable demonstration made against him 
by the students afterwards, followed by the stabbing of two 
British officers in a first-class compartment of the Bombay 
express.* In some quarters there has been a tendency to 
attribute most of these outrages to the extraordinary 
emotional reaction evoked throughout the country by the 
execution of the notorious terrorist Bhagat Singh in March ; 
but that this is not the true explanation, and that the real 
causes lie deeper, is indicated by the fact that despite the 
attempts of the extremist press to belaud Dinesh Gupta, 
the murderer of Colonel Simpson, and Hari Kishen, the 
assailant of the Governor of the Punjab, as national heroes, 
no particular excitement occurred when they went to the 
scaffold. 


V. Finance 


W E may conclude this article with a paragraph on the 
lugubrious subject of finance. For the last eighteen 
months or more the revenues of the central government have 
shown an extensive and persistent decline ; receipts from 
tneome tax have fallen off sharply ; customs during the 
second three months of the year, despite the increase in 
duties, have yielded only Rs. 10,42 lakhs as against 
Rs. 12,33 l*lchs during the corresponding period of 1930; 
and the gross earnings of State-owned railways during 
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Finance 

A|»il, May and June this are estimated at Rs. 22,19 
bldha, a* compared -with Rs. 25,54 lakhs in 1950 and Rs. 26,04 
>Alts in 1929. Most of the provincial governments are in a 
similar plight, and numerous committees have now been 
set up to suggest meins of reducing expenditure. The 
general effect of this depression and uncertainty on 
the propertied classes has been extremely unsettling, 
and particularly so on the British residents in India. 
Their prevalent attitude is one of helpless and cynical 
pessimism. The commercial community is in grave 
financial straits ; profits as a rule have steadily declined 
since the autumn of 1929, and as yet there seems no si|p 
of improvement. Moreover, numbers of British merchants 
are convinced that many of their troubles are directly 
attributable to the civil disobedience movement, which, 
they believe, need never have occurred but for the weakness 
of the Government ; and they have grave apprehensions 
of the exercise of commercial discrimination against them 
under the new constitution. As regards Europeans in 
government employ, the retrenchment campaign, coming 
on top of the decision that the ultimate responsibility for 
the administration of this country shall henceforward be 
transferred to Indians, has caused very serious unrest. 
Many have good reason to doubt the safety of their jobs 
or their prospects ; and those whose position is more 
secure, but who arc still some way from earning their 
pensions, are asking themselves whether existence in India 
will be tolerable for an Englishman when he is exposed 
to the irritations and perhaps injustices which he may 
expect at the hands of nationalists rejoicing in the 
exercise of their new powers. 

India. July z6, 1931. 

Note: On August 13 the Q>ngress announced that, a» the Government 
o{ India refuted arbitration upon alleged breaches of the Delhi Pact by 
provincial govermnenti, Congreti would not be repietented at the Round 
Table Conference, and Mr. (^ndhi cancelled hit pattage. The Congren, 
however, apparently regardt the Pact at itUl in force, — Editor, 
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GREAT BRITAIN: 
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I. The Economy Problem 

E vents have moved rapidly in this country during the 
past three months, and the country finds itself faced 
with a situation which, although it merely reflects an 
intensification of previously existing factors, is new in the 
sense that it has been freshly and dramatically brought 
within the knowledge of the public. For a long time Parlia- 
ment, under the lead of the Government for the time 
being, has proceeded on the assumption that the national 
resources could stand moderate and progressive increases 
of the strain to which they have been continually 
subjected during the past decade. Those who have 
proclaimed the existence of a great and growing emergency 
have more than once received the assent of Mr. Snowden, 
but no action on the scale required has yet followed these 
warnings. Mr. Snowden has, no doubt, effectively resisted 
many extravagant suggestions, but it is obvious that con- 
cessions have had to be allowed here and there, few of 
them very expensive in themselves, but collectively 
sufficient to require a large increase in the national liabilities 
and a considerable increase in actual taxation. The 
policy of the Government has apparently remained based 
on the assumption that, although the state of trade 
and of the national finances was disquieting, there was 
time for the postponement of decisions pending inquiry, 
that there was some hope of matters righting themselves, 
and that meanwhile the nation could afford a modest 
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^rbgcamme of expansion in the social services and a large 
programme of palliative relief works. If these assumptions 
existed) they have been subjected to three severe shocks. 

An early blow to complacency was administered by the 
Treasury evidence before the Royal Commission on 
Unemployment Insurance,* and by the interim report of 
that Ijody. The second shock was the doubt thrown, in 
the course of the mid-European financial crisis, upon the 
capacity of the Bank of England to maintain the pound 
sterling at its full international value without crippling 
losses of gold, and upon British credit generally. The third 
shock came with the calculations and suggestions of the 
Economy Committee, appointed last March at the instance 
of the House of Commons — ^Mr. Snowden’s remark that 
he could write its report himself in advance will be 
within the recollection of our readers. The situation can 
best be described by a brief analysis of these three events. 

7he Unemployment Insurance Commission 

The appointment of the Royal Commission arose out of 
the Government’s recognition of the need for putting the 
Unemployment Insurance Fund on an insurance basis. 
The easiest course was to go on paying benefit from the 
Fund as long as its resources held out, borrowing 
the balance required to pay claimants on it, and using the 
proceeds of national taxation to pay benefit to those 
unemployed who could not qualify to draw it from the 
fund. Miss Bondfield had admitted that to go on borrow- 
ing would be dishonest, but the alternative of confining 
the insurance system to the proportion of the unemployed 
that the fund would support, and dealing with the rest 
by some new form of poor law, raised a prospect which 
it was extraordinarily difficult for any Government, and 
particularly for a Labour Government, to face. A Royal 
Commission, however, was appointed to face it and pressed 
• See The Round Table, No. 82, March 1931, p. 381. 
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to ttsne an interim report. TTiis report* was published 
on June 5. The Commission calculated, on the basis of 
2,500,000 uncmplojed, that the total cost of the unemploy- 
ment benefit scheme this year would be about 19,000,000 
(of which ^^89,300,000 must be met by the Exchequer); 
the Treasury witness had shown that borrowing to meet the 
deficit on the fund now practically cancelled out the Sink- 
ing Fund, and that the national accounts were beginning 
to present “ the ordinary and well-recognised signs of 
an unbalanced budget.” The majority reportf recom- 
mended an increase of contributions, a reduction of benefits, 
a limit of the insurance benefit period to 26 weeks in any 
one year, and the application of special tests to claimants 
belonging to certain classes. Tliese recommendations 


were expected to reduce the cost (including debt) falling 
on the Exchequer by C$0,000,000 a year. As a whole 
they were at once widely denounced in Labour circles, and 
the Trades Union Council prepared to launch a campaign 
against the report ITie Government, however, decided to 
wait for the final report of the Commission, which may be 
expected towards the end of the year ; and took no action, 
except to produce a Bill dealing with certain anomalies in the 


msurance system. This Bill proposed to allow the minister 
to draw up regulations governing the grant of benefit to cer- 
tain classes of claimants, namely short-time, seasonal and 
intermittent workers, and married women, the broad effect 
of which would be that no person within the classes affected 
should draw benefit if at the same time he were earning 

o'HtJ'j ““ 

ITT “"“ibmons had been 

labour nurter. The BiU did no, pretend ,o Ta 
general reform, and concenioni made to the Labonr left 
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mog daring it« passage much reduced its scope. At the 
yery most, it will afiect a few hundred thousand people 
out of the 2,700,000 on the register, and effect a saving of 
a few million pounds on a cost of over ^^100,000,000. It 
contained, however, an interesting administrative innova- 
tion whereby employers and employed, as being directly 
interested in unemployment insurance, are brought in to 
serve upon a new advisory committee which is to help the 
minister in framing regulations. This piece of machinery, 
although restricted by the Bill to so small a field, may w^ 
prove to be an essential part of the general reform of the 
system. But meanwhile Labour opinion has left no 
room for doubt that general reform on the lines laid 
down by the Committee is unacceptable to them, 
even though its absence involves an unbalanced budget. 

The Mid-Eurofean Crisis 

Another and still more unmistakable warning of the 
supreme importance of maintaining British credit was 
given by the precipitation of a financial crisis in central 
Europe. The crisis began with the revelation that the 
biggest financial institution in Austria, the Credit- 
Anstalt, was in serious difficulties, and it had to be tided 
over by prompt assistance from the Central Banks, in- 
cluding the Bank of England. Meanwhile signs of even 
greater difficulties were becoming apparent in Germany. 
Directly he was convinced of the imminence of the danger. 
President Hoover suggested that all inter-governmental 
payments arising out of the war should be suspended for 
a year. The British Government at once accepted the 
suggestion, though it involved an extra burden upon 
the British taxpayer of about 1,000,000. The announce- 
ment of the President produced a distinct improvement 
in the situation, though its general acceptance was 
delayed for some time, and its psychological benefits were 
gravely diminished, by the reluctance of the French 
Government to grant so great a measure of relief to Germany 
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ancoDditionaUy. McanwhUe a general 
in Germany was only averted by the dosing of^ st^ 
exchange and the banis. These events are dealt mth more 
fully elsewhere, and it is only necessary to say here th^ 
the effect of these disturbances was to inchne holders of 
liquid international assets, many of which take the fonn 
of balances in London, to caU in their money. The pound 
sterling was unsupported by any improvement in the trade 
balance or by any attempt to restore budgetary equilibrium. 
The Bank of England lost ^30,000,000 of gold in a fort- 
night. The bank rate was raised in two stages from 2 J per 
cent. 10 4} per cent., and this effectually diminished 
the outflow of gold. But to give Germany a breathing 
space it was clearly necessary that foreign balances, 
including British balances, should not be withdrawn from 
that country, and obviously British balances might have 
to be withdrawn unless the pound were supported. On 
Augu.st I it was announced that the Federal Reserve 
Bank of New York and the Bank of France had opened a 
credit of j^5o,ooo,ooo in dollars and francs for the Bank of 
England. At the same time the Bank obtained permission 
to make a small increase in the fiduciary issue. Mr. 
Snowden confessed in the House of Commons that the 
difficulties with which the City was struggling, involving 
as they had a rise in the bank rate and in the rate of Treasury 
Bills, had prevented the launching of a huge debt conversion 
operation which would have resulted in a large saving of 
interest. Only an improvement in British credit can 
make possible a profitable conversion on a large scale, and 
even before the crisis British credit was weak. The rate 
at which the Government could borrow for a short term 


was really no criterion, since it reflected the insecurity of 
other forms of investment and the general downward trend 
of interest rates during a slump. In the debate during 
which Mr. Snowden made his announcement the situation 
was summed up in very similar terms by himself and Mr. 
Chamberlain, both of whom pointed out that British 
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reaoxuces were stSl enOTmous, but that British credit must 
be mainuined hy a balanced budget. 

Thg Economy Report 

It is still too early to say whether identity of expression 
means identity of views upon what is a balanced budget 
and how the budget is to be balanced. All that is certain 
at the moment is that the budget presented last April has 
been wholly belied by present circumstances, and that the 
budget for 1932-33 will present a very difficult problem. 
These facts were brought home by the report of the 
Economy Committee, issued on the very day that Parlia- 
ment adjourned. The majority estimate that next year the 
gap between revenue and expenditure (including normal 
provision for debt redemption) will be ^120,000,000. This 
figure allows nothing for the anticipated deficit on this year’s 
budget, which other authorities have put at ,(^50,000,000, 
and which ought, according to the generally accepted prin- 
ciples of British public finance, to be carried forward and 
made good next year. On the principle that sufficient unto 
next year is the evil thereof, the report proposes to fill most 
of the gap of £120,000,000 with economies totalling 
,^96,578,000, a figure which would balance the current items 
of the budget and leave some ,^30,000,000 for the sinking 
fund. It should be noted that specific sinking funds 
attached to the terms of difFerent loans total considerably 
more than this figure, and that on the estimate of the major- 
ity report the Government would have to borrow to pay off 
debt even if the proposed economies were effected. The 
report observes that although the cost of national defence 
has been cut to the bone, about ,^4,000,000 more can be 
pared off, chiefly from the pay of the personnel of the fight- 
ing services. It declares that, broadly speaking, the pay of 
civil servants is not too high for what they have to do — 
a timely answer to those who imagine that our troubles 
are due to the cost of the bureaucracy and not to the policy 
which the bureaucracy has to carry out. But it relies 
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mainly upon cutt in the social services, its UrgMt re- 
commendations involving a reduction of the Exchequer 
contributions by ^^66, 500,000 for unemployment insurance 
and £14,000,000 for education. The only other suggestion 
which would mean any large financial change was that the 
Road Fund should cease to be a separate account, and that 
expenditure upon the schemes which it finances should be 
reduced by nearly £8,000,000. There are, in addition, a 
a large number of suggestions designed to prevent expan- 
sion of the cost of existing services in future years. 

The scheme of economy thus outlined is admittedly 
distasteful ; but the signatories of the majority report 
may ask with reason whether there is any less distasteful 
alternative to the prospect of continued budgetary deficits. 
Their own scheme has not escaped criticism. One of their 
proposals — in which the minority concur — is to abolish 
the Empire Marketing Board. That body, which cost some 
£600,000 last year, was set up in accordance with an agree- 
ment with the Dominions, and its work has been much 
appreciated by them ; it is the only piece of inter-imperial 
machinery devoted to constructive economic purposes. 
Again, the £66,500,000 — more than two-thirds of the total 
economics suggested — to be saved on Unemployment 
Insurance is not all genuine economy. About £17,000,000 
is merely transferred from the general taxpayer to industry 
in the form of increased contributions and of contributions 
from industries previously exempt from compulsory insur- 
ance. 'ITic main criticism, however, of the scheme is that it 
fails to include the principle that the amount of contribu- 
tions .should have an actuarial relation to the amount of 

• The rwommciKUtiutu of the Kconoiti)- Commitlec on thii point differ 
luhitaniially from t)>o»c of the Unemployment Insurance Commission. 
I.arj{cf increases of contributions and larger decreases of benefits are pro- 
jxiied than the Commission thought fit, and other proposals differ widely. 
It should be pointed out, however, that two members of the Royal Com- 
mission thought the changes designed to relieve the burden on the national 
financri might reasonably have been carried further, and that the Commis- 
iton*! report wu not a final one. 
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benefit t^tainabk. But in support of their proposals the 
Conunittee are able to adduce three principles whkh it is 
difficult to question, namely, that the rise in the value of 
money provides a strong prina fade case for the revision 
of money obligations fixed under other conditions, that 
existing financial difficulties make it necessary for the nation 
to consider seriously what it can afford and not merely what 
is desirable, and that only by the strictest regard to economy 
and efficiency can trade be restored to prosperity and 
unemployment substantially diminished. 

The signatories of the minority report, the two Labour 
members of the Committee, contend that a contraction of 
the social services is false economy. They consent to some 
reductions in the salaries of teachers, but they refuse to ask 
for any sacrifice from the recipients of public bounty ; at 
least until a corresponding sacrifice is exacted from the 
holders of government loans. The minority report does not 
view the prospect of an unbalanced budget with indifference, 
but it thinks that, failing economy in the service of the debt, 
the gap can and should be fiUed by fresh taxation, and it 
selects the “ holders of fixed incomes ” as the proper 
persons to bear the new burden, because they have profited 
by deflation. The minority report does not give figures 
showing what the results of its proposals would be, but so 
far as can be calculated such incomes would have to 
bear an extra charge of over three shillings in the pound, and 
although it would not be true to assume that the capital 
value of fixed interest-bearing securities would fall in corre- 
sponding measure, yet it would probably suffer a sufficient 
depreciation to react seriously on the yield of death duties 
and on the value of company reserves. The minority report 
likewise admits, though it proposes no method of avoiding, 
the injustice of treating all the holders of such securities 
alike, no matter when the purchase was effected. The injus- 
tice may nevertheless be very striking. A person who bought 
2f per cent. Consols thirty years ago has suffered a capital 
depreciation of about 40 per cent., while there are other 
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have to decide whether to negotiate a compromise or to 
introduce it again under the Parliament Act, but the Bill 
has lost much of its political relevance. If it vras brought 
forward by Labour in the hope of securing a reversion of 
Liberal votes in the constituencies, recent by-elections 
seem to show that the vote has become smaller and that it 
is not very readily transferable to Labour candidates. 

The quarter under review has been remarkable for the 
development of a supreme financial and economic crisis. 
It needed no committee’s report to emphasise the urgent 
necessity of deci.sion, and the return to London from their 
holiday of the Prime Minister and several of his colleagues, 
and also the visit of Mr. Baldwin, Mr. Chamberlain and 
Sir Herbert Samuel to Downing Street, indicate as we go 
to press that the necessity is realised. The Prime Minister 
has declared that the budget is to be balanced ; but he did 
not say to what extent it is to be done by economies and to 
what extent by means of fresh taxation, and at the moment 
of writing it is impossible to tell. 


11. Industrial Relations 

N O light has come to dispel the industrial darkness. 

The outlook in the summer months was almost 
uniformly unfavourable. The seasonal improvement was^ 
short-lived, and the indices of industrial activity gave little 
ground for hope of early revival. But the deepening of the 
depression has, so far at any rate, been accompanied by no 
serious rupture of industrial relations. From the «"l«»a r 
cut views expressed by such bodies as the National Con- 
federation of Employers’ Organisations earlier in the 
year, it might have been supposed that the reduction 
of manufacturing costs by drastic wage reductions was 
the first thought of organised employers. But in actual 
negotiations their policy has proved by no means so ruthless 
or consistent. The pace of the wage reduction movement 
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hat not been rapid^ and the disposition towards conciliation 
hat mailedl^ affected the character of the compromises 
that have b«n reached. 

The extent to which wage redaction has gone is not easy 
to measure. The Ministry of Labour’s statistics show a 
redaction of £222, (xx> in the weekly wage bill in the first 
^ months of this year ; some 2,000,000 workpeople, it is 
computed, have lost on an average zs. 3d. a week, or about 
3 per cent. In most of the trades affected reductions appear 
to have been of the order of 2 to 5 per cent. ; the largest 
cuts have been in the pottery trade (10 per cent.) and in the 
textile trades. The general average for all workpeople 
was, however, little changed by the movements of the 
first half of the year. Professor Bowley’s index number, 
based on a number of selected industries, shows a fall of 

per cent, in the six months, which agrees closely with the 
li per cent, fall in the index of the Trades Union Congress 
Research Department. The Ministry of Labour’s estimates, 
based on a wider range, give the average of weekly full time 
rates in June as 70 per cent, over 1914 (compared with 70-74 
jjer cent, in 1930), and of hourly rates at 90-95 per cent, 
(compared with 90-100 per cent.). From December 1924, 
to June 1931, there was, according to Professor Bowley’s 
index, a fall of 3 per cent, in the level of wages, while the 
cost-of-living index number fell during the period by 16 per 
cent. 

The gravest crisis of the last few months was in the coal 
industry, and it was not the direct consequence of the 
depression. Its date was settled by Parliament in 1926 
when a five years’ term was set to the Eight Hours Act. 
The Labour Government’s Act of 1930, which reduced 
hours to 7}, still left the alternatives of a reversion to the 
7-hour day on July 8 or fresh suspensory legislation. 
In spite of three months of negotiation between owners 
and miners, there was the inevitable breakdovm at the last 
minute and the inevitable government intervention. The 
owners were prepared, as the price of the indefinite 
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continence of the W dey, to gner«tM 
for twelee month.. The miner. wiAed for an 
that at the end of this period wages would be proterted 
lome form of national joint authority. After much delay 
the owners screwed themselves up to offer t^t a jmnt 
committee should meet periodically. This certainly marked 
an advance on their earlier attitude towards national 
nceotutlons, but there were strong forces among the miners 
against such a compromise. South Wales, smarting und« 
the wage reductions of the Schiller award in March, 
demanded legislation to secure a cost-oMiving wage; 
Yorkshire insisted that, whatever the consequences, the 
Government must implement its pledge to restore the 
7-hour day. The Government cut the knot by rushing 
through legislation, which had the reluctant consent of all 
parties, to continue the yj-hour day at current wage rates 
for twelve months. The Act was recognised to be a 
makeshift which settles nothing. If things go badly it 
merely sets the stage for a new crisis, with all its hampering 
effects on export trade, next July. But there are grounds 
for hoping that for once the industry may be able to avert a 
crisis by its own efforts. The Convention adopted by the 
International Labour Conference in June lays down a y\- 
hour day (British reckoning, or yf hours. Continental reckon- 
ing), and the British miners are prepared to wait until it 
can be brought into force by the principal coal- producing 
countries ; the political demand for the y-hour day is 
dead. Then there is a notable advance towards conciliation 


on the part of the leaders of the Miners’ Federation, of 
which encouraging evidence was given by the speeches of 
Mr. E. Edwards, the new president, and Mr. A. J. Cook, 
the lecretaiy, at the Blackpool conference in July. A third 
point of importance is that hours are now, for the first 
time since the stoppage of 1926, the same in all districts. 
The adjustment was made at the cost of some loss of wages 
where the “ spreadover ” was abandoned, but the path is 
smoothed for future negotiations. 
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Of the larger movements for wage redaction, that in the 
engineering industiy followed an uneasy course until, faced 
bfa virtual ultimatum, the anions accepted modified terms. 
TTie new agreement, which operates from Jal7 6, redaces 
piece rates by 6^ per cent., reduces overtime and nightshift 
rates, and adds to the employer’s incentive to work a shift 
system. The proposals of the shipbuilding employers 
were devised with some ingenuity to obtain greater 
uniformity of rates among time workers and to scale down 
piece rates and lessen the long-existing disparity between 
time rate and piece work earnings. The unions rejected 
the proposals but reconsidered them under threat of their en- 
forcement. The industry is in a desperate state. The orders 
received by British yards in the first six months of 1931 
were the least ever known, both in numbers and tonnage. 

At the time of writing, negotiations about dockers’ 
wages continue, and it is doubtful how far Mr. Bevin is 
prepared to carry his view that resistance to wage reduc- 
tions is the workers’ means of bringing pressure to bear on 
monetary policy. In this, as in other industries, heroic 
courses are hardly, perhaps, to be looked for. In gerieral 
the events of the last few months have reflected the strength 
of collective bargaining, but the Yorkshire woollen and 
worsted industry forms an exception. The operatives’ 
refusal last year of Lord Macmillan’s award of reductions 
of about 9 per cent, led to the collapse of the Joint Industrial 
Council and of general agreements. A large section of the 
employers has now imposed a further reduction of 117 per 
cent. The unions found only slight support for a proposal 
to strike, and have fallen back on the demand that the 
Minister of Labour shall set up a trade board. This raises 
an interesting point, for although the wages of some opera- 
tives may now be below trade board rates, they may still, 
in terms of the cost of living, be above those of 1914. 
But, wages apart, it is to be noted that the industry has 
made no progress towards the rationalisation that it appears 
to need. 
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The cotton induitry, on the other hand, is moving dowdy, 
but not altogether unhopefuUy, towards important measures 
of internal reorganisation. The weavers’ opposition to the 
“ more looms ” system — under which the operative runs 
more looms than the customary four — ^has become greatly 
modified in the six months that have passed since the lock- 
out.* They were able to prevent the general adoption of the 
system ; they were not able to prevent its operation here 
and there by non-union labour. Now, in sheer self-defence, 
the unions are being compelled to recognise that if they 
do not make their peace with the system, the unemployed 
operatives will work it in spite of them. But educational 
influences have also been potent. The operatives’ leaders 
who visited the Far East and saw the ruins of Lancashire’s 
great trade have brought home the truth that there are 
worse things than a disturbance of tradition and habit. 
Meanwhile, the sectional organisations of the industry, 
acting through the Joint Committee of Cotton Trade 
Organisations, have agreed in principle on a scheme for the 
reduction of capacity by the scrapping of surplus plant. 
This will require statutory sanction for the raising of a com- 
pulsory levy to be used for the extinction or sterilisation of 
redundant machinery in all sections of the trade. Should 
the scheme go through— on that it is too early to speculate 
— it should help to strengthen the other efforts at re- 
organisation which are necessary if costs are to be reduced 
and markets regained. The regulated contraction of the 
industry to a more economical size is put forward as 
the first step in a common effort, which includes the creation 
of more large-scale units, better organisation of distribution, 
co-operation in the revision of wages lists and trade 
customs, improvement of technique and efficiency through 
the application of scientific method, better statistics, 
propaganda and so on. Whatever else may be said, the 
cotton industry does not suffer from lack of good 
intentions. 

♦Thi Round Tail*, No. 82, M*rch 1931, pp. 392-396. 
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There has been a farther acquisition of eight shipyards 
on the north-east coast, which are to be scrapped under 
the shipbuilders* scheme for the reduction of capacity. The 
Coal Mines Reorganisation Commission has completed its 
preliminary survey of the coalfields and strongly advocates 
the concentration of production by means of large-scale 
amalgamations. It suggests that amalgamations of entire 
districts should be aimed at, although the first tasks that it 
sets the coalowners are more modest. A strong criticism is 
made of the effects of the quota system (set up under the 
Act of 1930) in maintaining weak pits in production. The 
reception of the report has been mixed ; the Secretary 
for Mines has expressed misgivings about the social 
consequences of shutting down mines, and the familiar 
objections to amalgamations on the part of some 
coalowners have been revived. 

It is, however, suggestive that in these three industries 
the weight of opinion lies in favour of radical surgical 
operations to reduce them to a scale consonant with their 
lessened importance in international trade. In each there 
is the idea of conscious planning on a large scale. The 
same thought runs through the reorganisation proposals 
of the trade unions in the iron and steel industry; it is 
implied in the Macmillan Report ; and it is to be developed 
by the Trades Union Congress in September. The items 
on the credit side of our economic balance sheet are slender, 
but this trend of thought can certainly be put among them. 
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IRELAND : EVENTS IN THE FREE 
STATE 


I. Political 

A SUPERFICIAL observer of the present political 
situation in the Free State might be pardoned for 
believing that events were pursuing a normal course and 
that complete stability had been reached. Such a con- 
clusion would not, however, be entirely accurate. It is 
true that Mr. Cosgrave’s Government has now been in 
office for nearly nine years, and that during this period it 
has established law and order, immensely improved our 
economic condition, completed land purchase, developed 
our agricultural industry and our natural resources, and 
placed our national finances upon a firm and stable basis. 
Recent events, however, prove that the old demon of 
political unrest is still alive and that there are still- dis- 
gruntled elements who would revive the rule of the gun if 
opportunity offered. It is notorious that in some parts 
of the country there has lately been a renewal of dri llin g^ 
a reorganisation of the so-called Irish Republican Axmy[ 
and that arms have been imported along our south-west 
coast. Quite recently two students were fired on and 
wounded in the Dublin mountains, and, as a result, an 
armed post of the detective force was established at 
Killakea House above Rathfarnham. Whilst searching t he 
vicinity they discovered a carefully concealed cave contain- 
ing many hundreds of rifles, two Lewis guns, thousands of 
852 



P<^tkal 

fOttnds ol asunomtion, autotnatic pbtols> fusea, detonators, 
and militaij literature. An PMaebty the extremist weekly, 
boasts that this fs only one of a hundred similar dumps 
scattered over the country. Nor are these manifestations 
confined to hidden munitions of war and secret conspiracy. 

The annual commemoration ceremonies at the grave of 
Wolfe Tone have furnished occasion for a display of a more 
public nature. This Protestant leader of the United 
Irishmen, although an anti-clerical freethinker inspired by 
the French Revolution, has during recent years become the 
patron saint of our extreme nationalists. Since the Treaty 
of 1921 the Government has commemorated his death by a 
military march past the graveyard in Bodenstown, County 
Kildare, where he is buried, and Mr. de Valera’s party by a 
political meeting held at a different hour in the same place 
on the same day. The remarkable feature of this year’s 
demonstration was that Mr. de Valera’s followers apparently 
arranged to hold a joint procession with the more extreme 
Republican Army. Military orders were published in the 
papers, special trains were arranged to convey the various 
commandos from different parts of the country at reduced 
fares, and a march past worthy of the occasion would no 
doubt have taken place. Unfortunately for this well- 
planned scheme, the Government, late on the previous 
night, ordered the railway company to cancel the special 
trains, and the demonstration, thereby reduced to attenu- 
ated proportions, was prohibited by the Civic Guard from 
indulging in military evolutions. The organisers have 
since been prosecuted and returned for trial under the 
Treason Felony Act. One would have thought that Mr. 
de Valera had already suffered sufficiently from association 
with military conspiracies over which he has no control, 
but, like the Bourbons, he apparently learns nothing and 
forgets nothing. His action on this occasion illustrates 
only too well his fatal weakness in dealing with the threats 
of armed men no matter how small or impossible the element 
they represent. 

000 
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The demonstretion *t Bodenstown was of coniw alfio 
ttsefol u t side-show in the Kildare by-election, which has 
jnst taken place owing to the death of one of the Laboro 
depoties representing that constituency, and resulted in 
the election of Mr. Harris, the Fianna Fail candidate, by a 
majority of 509 votes over Mr. Conlon, the Government 
nominee, the Labour candidate being a bad third. Kildare 
is one of the few eastern constituencies in which Mr. de 
Valera’s party have a firm hold, and in the two last generil 
elections the Republican candidates were at the top of the 
poll. The result was therefore expected, as the Govern- 
ment candidate was attacking a definitely hostile position, 
and Irish voters do not quickly change their opinions. 
Moreover the prevalent agricultural depression, the partial 
nature of the Government’s de-rating scheme, the removal 
of the large English garrison from the Curragh and the 
existing dispute between the beet-growing farmers and 
the Carlow sugar factory, both of which seriously affect the 
district, all handicappeid the Government candidate. By- 
clcctions in a relatively poor country like Ireland are really 
a serious waste of time, energy and money, and Mr. Cosgrave 
suggested at an early stage in the life of the present Dail 
that casual vacancies might be filled by allowing the party 
to which the outgoing member belonged to nominate a 
successor without opposition, but the other parties would 
not agree to this course. A possible solution of the 
difficulty would be to fill casual vacancies between general 
elections in accordance with the Tasmanian practice. In 
Tasmania the ballot papers arc preserved, and, in the event 
of a vacancy, the vacating member’s quota of ballot papers 
is re-examined and the candidate who polls a majority of 
the next choices thereon is elected to fill the vacancy, 
niis system has now been in operation for some years, 
and seems to give complete satisfaction. 

Another occurrence which indicates the condition of the 
country is the fact that the Government has found it 
necessary to re-enact for another two years the Jurors 
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Prote ct ion Act of 19*9,* iv&ich in tJie ordiiuiy conne of 
events would have exphed in September next. Urn 
necenity for this Act arose from the fact that jurTmen had 
been intimidated, and that one juiyman had actually been 
fired at in an attempt to murder him. There is little doubt 
that the revival of violent methods is designed rather to 
intimidate voters at the next general election than to pro- 
mote armed rebellion. If the voters had sufficient pluck 
such threats might easily have the opposite effect to that 
intended, but unfortunately moral courage is not one of our 
national virtues. 

It is understood that the Government also intend to 
introduce a Bill which will give the police larger powers of 
dealing with conspiracy against the State, and this is sure 
to be strongly opposed by the Fianna Fail party. There 
are of course many other things which will operate against 
the Government when the election takes place. For 
instance, under English rule the income tax code in Ireland 
was administered in an extremely lax and generous manner, 
and evasion was an easy matter. Since the Treaty the 
Irish income tax officials, with a more extensive knowledge 
of our national characteristics, have left no stone unturned 
to make the taxpayer pay up, often to the extent of com- 
pelling repayment of arrears which our present Government, 
in its pre-treaty existence, had ordered him not to pay. 
Nor has open and honest confession of past misdeeds always 
led to speedy absolution. It is even rumoured that a 
leading member of the Government had to pay the arrears 
of income tax due from a distinguished member of the 
Catholic hierarchy upon whom the revenue bailiffs were 
about to descend. This procedure, whilst no doubt 
entirely legal, has led to considerable bitterness and inspired 
many voters of neutral views with a dislike of the Govern- 
ment sufficiently strong to destroy their sense of values. 
They may no doubt have time to repent at leisure if they 


• See Tbe Round Tabu^ No. 76, September 1929, p. 823. 
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hjive to ttiffer the numeroas imposts which will be necessary 
to finance Mr. de Valera’s policy. 

Another sonree of irriution has been the administration 
of the old age pensions scheme, which is now enforced 
according to the strict letter of the law. No longer can 
aged farmers, as in the old days, assign their farms to their 
sons, and thereafter enjoy the old age pension. Having 
regard to the slender majority that the Government now 
commands, and the undoubted fact that Irish voters do 
not easily change their opinions or parties, it is almost 
certain that the result of the next general election — ^which is 
not likely to take place before its allotted time in September 
I93Z — will depend on whether these official activities 
have alienated a sufficient number of voters to wipe out 
the present Government majority. It is a question very 
difficult to answer at present. 

Another serious cause of annoyance is the activities of 
the I»cal Appointments Commission,* and of the Minister 
for Local Glovcrnment, General Richard Mulcahy. This 
Commission, which is an impartial and efficient central 
body, has virtually, except in cases of promotion, complete 
control over local government appointments, and has dis- 
charged its duties admirably. Its creation was one of the 
Government’s best and most courageous acts, but its 
methods clash with one of the oldest Irish institutions — 
the clan system — by which appointments of this nature In 
the past went to the candidate with the greatest local 
influence, often entirely regardless of his merits. The new 
system, under which a clever son of a Donegal labourer may 
easily be appointed a dispensary doctor in the County Cork 
if he is the best qualified candidate for the position, has 
effected something approaching a social revolution — a 
revolution which will, if it is not upset, eventually give us 
a first class local government civil service. The most 
recent disturbance it has caused is due to the appointment 

• See Tmi Round Tasle, No. 64, September 1916, p. 8ao; No 60 
December 1917, p. 151 ; aikI No. 7a, September 1928, p. 8ai. ’ 
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of Mbs Danbir-Harrison,* a Trinitf College graduate, as 
librarian in County Mayo, an appointment which led to the 
dissolution of the hbyo County Counol. The latest 
repercussion of this event has been the moving of a vote of 
censure on the Government in the Dail, and the fact that 
this motion was moved by Mr. Davis, T.D., the chairman 
of the Cumann na nGaedheal, or Government party, who 
is also chairman of the dissolved Mayo County Council, 
indicates the strength of the forces arrayed against the 
Government on this question. The vote was moved on 
the second stage of a Local Government Bill designed to 
validate the result of certain actions taken by the Minister 
when the Dublin Borough Council was dissolved in 1929, 
and, although it was defeated by a majority of eleven, it 
gave the opponents of the Government policy an excellent 
opportunity of making a protest. It transpired during the 
debate that, owing to the political and religious boycott of 
the library service in Mayo since Miss Dunbar-Harrison’s 
appointment, four centres are in operation as compared with 
1 1 2 last December. Mr. de Valera stated that the policy, of 
his party was that the Catholic majority was entitled to have 
Catholic librarians and Catholic doctors, and that this was 
a fundamental teaching and a fundamental matter for 
Catholics. There is no reason why this doctrine should 
not be extended to cover all other occupations, and as 
regards public appointments it might be more honest to 
state openly that no Protestant need apply. No charitable 
or honest Catholic can subscribe to such an unchristian 
doctrine, nor will any responsible Catholic authority 
proclaim it as fundamental. It is regrettable that Mr. de 
Valera, who is at least acquainted with the tolerant tradi- 
tions of Irish nationalism, should seek to catch votes by 
playing to the gallery in this way. The whole Mayo 
agitation is inspired by purely local interests, and it is 
noticeable that the Irish Catholic hierarchy has taken no 
action in support of the local bishop and clergy, who have 
* See Thi Round Taii.e, No. 82, March 1931, p. 403, et stq. 
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been meet vociferous in the nutter. General Muknh7y 
when repfying for the Government, pointed out that it was 
strange tlut a Protestant librarian was a danger to the faith 
in Mapo and not in other counties where similar appoint- 
ments have apparently given complete satisfaction, and 
dut he intend^ to administer the law without fear or 
favour. 

The Town Tenants Bill* is still under consideration by 
the Dail, and its provisions seem to be disliked by both 
tenants and landlords, which may be an indication that 
it is both just and reasonable, ^nator Sir John Keane, 
who is the town landlords’ spokesman, speaking at their 
annual meeting, denounced the measure as taking away 
from free men the right to act as they wished in open 
contract regarding their property, bringing the fixing of 
rents and contracts within the purview of the courts, and 
so destroying that flexibility in relation to property dealings 
which, he believed, was the essence of all progress. No 
doubt he will have more to say when the Bill reaches the 
Senate. 

The status of the Free State still continues to exercise 
the minds of our politicians. Speaking recently in Dublin, 
Mr. McGilligan, Minister for External Affairs, pointed 
out that our task was two-fold — to cultivate good relations, 
in the first place with the members of the Commonwealth, 
and m the second place with the principal States of the 
world. Our past history and our urgent national needs 
necessitated the early adjustment of our relations with 
Great Britain and the other States of the British Common- 
w^th. We could not, and we never should, be satisfied 
wuh any form of subordination to an external authority 
Co-equity was our aim, and he thought that we could 
My with truth that co-equality has been our achievement 
m tnmty with Great Britain achieved one great object 
the nght to develop and evolve on constitutional lines, 
until every shadow and trace of external rule had been 
S<e Tm Round Tam.., No. 83, June ,93,, p. Sio. 
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diminated. Evieiy evil died hard* and there were stiS 
tiioM in obscure places who desired to perpetuate the old 
discords and to retain — for sinister purposes — some ele- 
ments of the old control. Such people had no care for 
the interests of this country, nor for those of Great Briuin. 
Every element of continuing control became a festering 
sore, and the people of these two countries had every 
right to regard as enemies those who were blind enough 
to advocate the continuance of any institution whose 
authority was derived from sources external to the Irish 
people. This obvious reference to the question of the 
right of appeal to the Judicial Committee of the Privy 
Council was emphasised more bluntly by Mr. Cosgrave 
when speaking at the annual convention of the Govern- 
ment party on May 5. We had, he said, made it clear 
that the growth of friendly relations between us and Great 
Britain depended upon the complete elimination, in form 
as well as in substance, of any appearance of inequality. 
The process of eliminating these difficulties had been 
going on steadily since 1922. It had not been without 
difficulty. The main question still outstanding betvveen 
us and Great Britain was the Judicial Committee of the 
Privy Council. Appeals to that body from our Supreme 
Court were an anomaly and an anachronism. Their con- 
tinuance was incompatible with our status and an insult 
to our dignity and our sense of fair play. In the interests 
of both countries, and of their better friendship, this 
appeal must disappear, and soon. 

Mr. de Valera’s latest excursion into foreign affairs has 
been an abortive and ingenuous question in the Dail as 
to whether, in view of the likelihood of President Hoover’s 
proposal for a moratorium in connection with international 
payments being accepted, the Government is taking steps 
to see that proper representations are made to secure that 
the land annuities and other sums totalHng over million, 
sent by us annually to England, are included in the cate- 
gory of payments to which the moratorium will apply. 
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With his usual unconscious humour he added the saving 
clause : without prejudice to our conviction that these 

payments arc not justly due.” What the payment of land 
annuities, most of which are due since 1903, has to do 
with war debts no one but a person of Mr. de Valera’s 
mentality can conceive. It is pleasant, however, to record 
that the Dail was for once unanimous in approving the 
adhesion of the Free State to the General Act for the 
Facihe Settlement of International Disputes, which Mr, 
McGilligan brought before that assembly on June 26. He 
was even able to satisfy the Fianna Fail party that the 
delay in doing so was not due to any occult trickery 
for the purpose of securing the support of Great Britain 
and the other Dominions for the election of the Free 
State to the Council of the League. 

During June a Treaty of Commerce and Navigation was 
signed in Dublin between France and the Free State. On 
this occasion Mr. McGilligan emphasised the fact that 
France was our oldest friend among the nations and that 
French soldiers shed their blood here fighting with us 
against England, who was then our common enemy and 
has since become our common friend. Many thousands 
of Irish soldiers had also fought and died in the armies 
of France on the continent. This treaty was a further 
step towards renewed co-operation and friendship in a 
new and better sphere of action. He also paid a warm ' 
tribute to M. Alphand, the French Minister in Dublin, who 
in a short time has become one of the most popular members 
of the new diplomatic corps. The treaty gives certain 
concessions to French products, principally wine, in return 
for similar concessions to us, one of which will facilitate 
the export of Ford tractors from Cork. To counter- 
balance these manifestations of affection for France, Mr. 
McGilligan, after the meeting of the League Council at 
Geneva, also paid a visit to Berlin, where he received a 
warm welcome. All these interchanges of international 
courtesy are excellent. They help both to establish our 
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seU^respect and to bring us once more into direct touch 
widi European affairs. 

A recent article in Jn tOglaCy the Irish army quarterly, 
which is obviously written by a member of the Govern- 
ment, probably Mr. Blythe, Minister for Finance, discusses 
the problem of our external defence in a clear and interesting 
manner, and has been referred to in the Dail debates on 
the estimates. The writer believes that we shall be faced 
with a war situation here only if and when Great Britain 
is engaged in a conflict with a European State or States. 
He points out that Great Britain will not willingly partici- 
pate in any future European struggle, unless her most 
vital interests are endangered, that the piratical phase of 
British history is at an end, and that trouble will not be 
brought upon us by British aggression, but that if we had 
no adequate defence force a very serious situation would 
arise should Great Britain fail to hold the effective com- 
mand of the seas. We cannot afford to maintain a standing 
army of adequate size, but the writer believes that a mixed 
militia and territorial force can be provided cheaply enough 
to enable us, in the event of war, to mobilise a very con- 
siderable force trained to undertake effectively the duties 
of home defence. In no circumstances should we prepare 
a force for use outside the country. This article indicates 
that the military policy of our present Government, which 
is clearly dictated both by political expediency and financial 
necessity, is one of defence not defiance. At the present 
time the standing army of the Free State numbers only 
about 5,300 men with 500 officers. There are in addition 
about 4,000 men in the A reserve, 3,600 men in the B 
reserve, and about 900 men in the newly formed volunteer 
reserve. The whole form of the army has been completely 
changed during the last three years, and the Minister for 
Defence, Mr. Desmond Fitzgerald, has recently stated in 
the Dail that he does not intend to bring in a permanent 
army Bill until the ultimate form of the army is settled. 
It is pleasant to record that this year, for the first time, 
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auiets from Trinity College and the National Univemtf 
marched ahoalder to shoulder in the St. Patrick’# day 
parade through the streets of Dublin — a fine symbol <k 
the new Ireland. The controversy about what national 
anthem should be played when the Governor-General 
attends the Trinity CoUege sports* has also been happily 
settled by the playing of the “ Soldiers’ Song ” when he 
arrives and “God Save the King’’ after he departs. 
Ireland being what it is, this will probablyneed the employ- 
ment of different bands to do justice to the respective 
tunes ; but if political harmony is established by this 
expedient it is no doubt worth the price. 

The Dail has now adjourned until October. A recent 
return shows that its activities during 1930 comprised 59 
days’ work, the passage of 35 Acts, and the putting of 826 
questions, which, everything considered, is quite a credit- 
able record. 


II, Economic and General 

T he revenue returns for the first quarter of the present 
financial year clearly show that the Free State is 
beginning to feel the effect of the world-wide economic 
depression. They disclose a deficit of £1,212,618 — 
revenue having fallen by £734,282,and expenditure increased 
i£ 379 . 293 - 'The trade returns to the end of April also 
show a big fall in both exports and imports. The detailed 
revenue figures disclose a fall of approximately 40 per cent, 
in income tax, and 50 per cent, in excise. In spite of, 
or perhaps because of, our tariffs the customs revenue has 
substantially increased. Our exports for the current 
quarter will be much reduced by the restriction on the 
export of cattle, due to an outbreak of foot and mouth 
disease in County Down in Northern Ireland. All move- 
ment of cattle from Northern Ireland into the Free State 
• See Tm* Roumd Tmls, No. 76, Scpteisber 191^ p. 828. 
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had to be prdiibited, aad it it calculttedthat tbe resultutg 
feuucul loss to all concerned will be well over hal£ a nuUioa 
pooadt. Foitanatel7 there are now abattoirs at Cork and 
Waterfivd where animals can be killed, and it is also not 
so costly to hold over stock at this time of year when there 
b plenty of grass. Because of malicious rumours to the 
contrary, it b well to emphasise the fact that np foot and 
mouth disease exbts at present in the Free State* 

For the first time since the terrible famine year of 1847 
the population of the Free State area shows a tendency to 
increase. The estimated figures for 1930 show an increase 
of 6,000. This result is undoubtedly due to the consider- 
able reduction of emigration to the United States of 
America. Intending emigrants under the existing regula- 
tions are required to carry a substantial sum of money so 
that they will not have to join the unemployed on their 
arrival in America, and this has acted as an effective barrier. 
It b interesting to note that this restriction of emigration, 
which naturally increases the number of idle young men 
in the Free State, has, as already mentioned, coincided with 
a revival of illegal conspiracy and illicit drilling. In the past 
a simibr cause has had similar results. The population 
figures also show that the Free State is one of the few 
countries where the male population substantially exceeds 
the female. The excess is estimated at 72,000 in a total 
population of 2,950,000. 

The reorganisation of our dairy industry is not yet 
complete, and has received a rather serious set-back through 
the dissolution of the Irish Associated Creameries Company, 
which was formed for the purpose of combined marketing 
operations on behalf of the co-operative creameries. There 
b, however, a movement towards consolidation among these 
creameries, and if and when Mr. Hogan, Minister for 
Agriculture, can purchase the few remaining proprietary 
creameries a further effort no doubt will be made to deal 
collectively with the large buyers, and thus maintain a 
stable and uniform export price. The importance of thb 
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ifkdtistiy is shown by the fact that there were over 1,200,000 
ankh cows in the Free State on June i, 1930. Over half 
of these are found in the province of Munster, a district 
equal in population and area to only one-third of the whole 
State. Of the milk obtained from these cows three-fourths 


is converted into butter, valued at over ,^12,000,000 per 
annum. About one- third of the butter produced is 
exported to Great Britain, in which market the Free State 
supplies 9 per cent, of the total supply. It may be added 
that the Free State stands fifth amongst the butter pro- 
ducing countries of the world. More than half of the 
butter produced is made by farmers. Some of it is sold 
to a few butter factory merchants around Cork, who 


blend and then sell it as factory butter. The remainder 
is made by some 300 creameries, whose employees number 
3,500, and whose annual wage bill is about ,^.^00,000. 
Fresh cream and condensed milk are also exported, but the 
output of cheese is insignificant, because the by-product of 
cheese is not suitable for calf raising, whereas 85 per cent, 
of the milk used in the manufacture of butter is returned 
directly to the farmers for use as calf food, thus assisting 
the greatest single business of the country — cattle exporting. 

Another important business, the Hospitals Sweepstake,* 
continues its triumphant progress, in spite of aU external 
opposition. The prize fund, which was £4.00,000 in the 
first sweep, rose to over a million for the Grand National, 
and two millions for the Derby. Five millions is talked of 
for the next sweep on the November Handicap. The 
hospitals have already benefited to the extent of over a 
million and a quarter pounds, and future gains are to be 
shared in by the country public health hospitals, which are 
sup^rted by the rates. There is of couL another side 

oUven tlw Free State a share of this great sum of money 
from buamess areolanon has injuriously afiected generd 
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lxs4e» sad tlut the large individual prizes awarded hsve 
atinalated gambling and dishonesty amoqg the pomrer 
classes. Moreover an attempt was made to initiate a rival 
and illegal sweepstake, alleged to be in aid of the Gaeltacht 
or Irish-speaking districts, which was promptly terminated 
by a Government prosecution. The motives of its pro- 
moters may not have been entirely altruistic. 

A considerable amount of electricity, not altogether of a 
positive kind, has been generated by the recent disclosures 
concerning the financial management of the Electricity 
Supply Board* which controls the Shannon power plant 
and the national supply of electricity. It has been obvious 
for some time that things were not going smoothly, and 
the resignation of the chairman, Mr. J. J. Murphy, formerly 
Town Clerk of Dublin, and of Dr. T. A. MacLaughlin, 
the managing director, led to much speculation. Mr. 
McGilligan, Minister for Industry and Commerce, when 
introducing an amending Electricity Supply Bill in the 
Dail on July 8, explained what had taken place. The Board, 
as originally set up, was independent of the Government, 
but subject to removal. It was bound to publicity, 
especially in regard to its finances, and to produce 
certain specified accounts, reports and returns. It 
was obliged to take over all undischarged liabilities 
of existing statutory undertakings, and to set aside a 
sum equal to the fair value, as assessed, of the privately 
owned authorised undertakings. It had no borrowing 
powers, and its initial capital expenditure was limited to a 
sum of j^2,50o,ooo voted by the Dail. All other expenses, 
sinking fund, renewals, depreciation and so forth, were to 
be met out of revenue. The Board, according to Mr. 
McGUligan, has overspent this loan by £ 600 , 000 , and 
has committed itself to further expenditure amounting 
to j^25o,ooo. Repeated attempts to obtain information as 
to the Board’s finances had failed, and Mr. McGilligan 

* See Tus Round Tabu, No. 67, June 1927, p. 590; snd No. 69, 
December 1927, p. 153. 
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stated tkat if all the members of the Board had resigned he 
would have accepted their resignations. If the chainnam 
had not resigned he would have asked for his dismissal. The 
Government cannot be considered blameless in the matter, 
because after all the Board was composed of its nominees. 
It is unfortunately another case of sending a boy on a man’s 
errand. Few business men in Ireland have the experience or 
capacity to deal with a concern of this kind, and those who 
were nominated to do so were apparently quite unequal to 
the task. It would have been far better if the Government 
had employed the best outside expert assistance available, 
at least during the early stages of the scheme, and placed 
it in complete control of administration. Unless this 
course is now taken and a full inquiry held into the causes 
of the present situation, our last condition may easily be 
worse than our first. The Bill now introduced provides 
for a further advance of 000,000 to be paid to the Board 
at the Minister’s discretion. The one bright spot, for which 
they deserve great credit, is the fact that Mr. de Valera and 
his party, in criticising the situation, have never lost sight 
of the fact that the Shannon scheme is a great national 
undertaking and have avoided the natural temptation to 
make party capital out of the affair. 

The Irish Free State. 

August 1931. 
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1. Parliament and the Depression 


T he first regular session of the present Federal 
Parliament of Canada opened abnormally late, on 
March 12, and as a consequence the prorogation, which in 
recent years has usually occurred before the end of June, 
may not be possible now before the last week of July.* The 
crop of legislation was not by itself large enough to justify 
a four months’ session, since the only measure of major 
importance was the Bill for the establishment of a new taiifif 
board. But the economic problems in which the Dominion 
is involved provided ample material for discussion, and 
from the start of the session the Liberals, who had a band 
of indefatigable guerrilla warriors on their back benches, 
manifested a disposition to bait and harass the Ministry. 
Even the humid midsummer heat of the Ottawa valley, 
which in the past has been a notable accelerator of public 
business, failed to damp the Opposition’s ardour for con- 
tentious argument, persistent interrogation and skilful 
obstruction of estimates ; the name of Riviere du Loup 
is graven on ministerial hearts, for Mr. Jean Francois 
Pouliot, Liberal member for Temiscouata, aggrieved that 
a station voted for that town had never been built, addressed 
200 questions to ministers on the subject and in addition 
secured 75 orders for documents concerning it. At 

'• T1»e Canadian ParUament waa prorogued on Augutt 3. — Ed. 
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intervah the Liberals received assistance from the Pro- 
gressives, Labourites and Independents, but the Progres- 
sives evinced a continuous anxiety to demonstrate their 
untainted independence and a number of them voted 
with the Government on different issues. At times when 
nerves became frayed in the uncomfortable sultriness of 
the Commons Chamber there were some bitter exchanges, 
and the management of the House proved no easy task for 
Mr, George Black, the new Speaker. Mr. Bennett con- 
tinued to carry on his own shoulders the main burden and 
heat of debate to an extent which no previous premier has 
ever attempted, and by the end of the session the effects of 
the strain which he imposed upon himself were plainly 
visible. 'Fhey prevented the manifestation of the serene and 
conciliatory temper which would have facilitated the smooth 
transaction of business, and to a considerable degree 
nullified the advantage which the Premier’s experienced 
mastery of so many problems and resourceful versatility in 
debate conferred upon the Ministry. Naturally Mr. 
Bennett’s monopolisation of the conduct of parliamentary 
business provoked from the Opposition benches recurring 
taunts that he was constituting himself a dictator and 
treating his colleagues as helpless nonentities who could 
not be safely trusted with the exposition of problems con- 
nected with their own departments, but these gibes left 
Mr. Bennett completely unmoved. However, Mr. Gordon, 
the Minister of Immigration, and Mr. Weir, the Minister 
of Agriculture, have justified their speedy promotion to 
Cabinet rank immediately after their first election to 
Parliament, and on the Conservative back benches two 
Quebec lawj-ers, Mr. John Hackett of Montreal and Mr. 
Onesiphore Gagnon of Quebec, have shewn promise of 
real parliamentary gifts. On the Liberal side Mr. Mackenzie 
King, Mr. Lapointe and Colonel Ralston provided the 
heavy artillery and the last has by a series of excellent 
speeches materially increased his prestige as a debater of 
the first rank. Captain Ian Mackenzie and Mr. Hanburv 
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of V«icoaver, two new recroits, end Mr. flilejr el Nova 
Scotia, tdio Mt in the last Honse, have also given evidence 
that thej possess sound parliamentar7 talents. The 
Progressive group are now aU political veterans, and as 
usual they spent a good deal of time expounding their pet 
panaceas, such as currency inflation, for the country’s 
troubles, while the Labourites assiduously kept the unem- 
ployment issue in the foreground. Mr. Bourassa con- 
tinued to enjoy himself immensely in the role of the candid 
friend and critic of both major parties, and during the 
session he developed what was for him a new vein of 
advanced radicalism, directing bitter criticisms against the 
existing social and economic order and pleading the cause 
of the classes who were suffering from its flaws and 
disabilities. 

The real climacteric of the session was the budget, the 
submission of which was delayed for a variety of reasons 
until June i. Mr. Bennett is still acting as his own 
Minister of Finance, although he has now announced his 
intention of finding an occupant for the Treasury as soon as 
possible, and it is to his credit that in his budget speech he 
gave the Canadian people the most thorough and compre- 
hensive statement of their financial position that has been 
offered them for many years. He estimated the total 
revenues for the fiscal year 1930-31 at $356,215,000 as 
compared with $446,182,000 in the previous year, and, 
expenditure having been $440,060,657 as compared with 
$398,442,247, he showed a deficit of roughly 84 million 
dollars. He stated that the national debt on March 31^ 
I93*» was $2,610,788,917 from which active assets valued 
2t $3^,180,601 had to be deducted, leaving the net 
national debt at $2,261,608,316, but he pointed out that 
account must also be taken of indirect obligations aggre- 
gating $1,269,000,000, for all of which except some 
31 million dollars the Canadian National Railway account 
was responsible. He indulged in a somewhat pessimistic 
and decidedly critical view of the financial situation of the 
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Natwiul Railwa7, and adduced autistic* to show 
that since it had become a unified system m 19^3 
gate losses had reached the ominous total of 346 o^on 
dollars. While he admitted that of this sum 253 millions 
was a book debit, on account of unpaid interest on cad» 
advances aggregating $604,000,000 which had been made 
by the Federal Treasury, he drew attention to what he 
regarded as the most serious feature of the position, that 
the revenues in eight years had fallen short by $86,000,000 
of operating expenses and fixed charges due to the public ; 
he also said that he found another disturbing aspect in the 
fact that despite an increase since 1923 of $400,000,000 in 
the capital investment in the railway, the gross earnings in 
1930 were actually less than in 1923. He directed severe 
criticisms against the King Government for permitting the 
president and directors of the Canadian National Railway 
to spend money without any serious check, and he declared 
that, while his criticisms must not be construed as indica- 
ting hostility to the State-owned system, he desired to 
impress the country with the seriousness of the problems 
involved in what are now admittedly the embarrassed 
fortunes of the Canadian National system. 

For the current fiscal year Mr. Bennett estimated that the 
revenues on the basis of existing taxation would yield only 
$325,000,000, and as the estimates had called for 
$430,000,000 a gap of $105,000,000 had to be bridged. 
Of this sum, he proposed to raise $20,000,000 by borrovring 
for capital expenditures and about $78,000,000 by fresh 
taxation. He claimed that this would leave a prospective 
deficit for the current year of approximately $7,000,000, 
which might disappear if trade improved and revenues 
increased. However, all his calculations seem now to have 
bwn upset by the calamity that has befallen western 
Canada owing to the ravages of drought in the wheat fields. 

For raising new revenue Mr. Bennett proposed a variety 
of additional taxes. He increased the general rate of the 
sales tax from i per cent, to 4 per cent, and in addition 
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added • special exdie sales tax on all unported goods, 
stdiidi will have to be 5 per cent. ; in his original proposals 
he also abolished most of the exemptions from the sales 
tax, but later, under pressure from business interests, 
restored practically every one of them. He further 
increased the corporation tax from 8 per cent, to 10 per 
cent, and restored the three-cent postage rate by an 
increase of one cent on all existing rates, and made some 
other minor changes calculated to produce more revenue. 

It was, however, the uriff proposals of the budget which 
were awaited virith the keenest interest, and although Mr. 
Bennett expressed his regret that he had found it impossible 
to undertake the general revision of the tariff that he had 
planned, the changes proposed covered approximately 
200 items of the customs tariff and meant taking a second 
long step towards rounding off the “ Canada First ” 
policy of higher protection. It is estimated that they will 
affect some zoo million dollars worth of import trade, and 
as a similar volume was affected by the tariff revision of the 
emergency session, at least half of Canada’s total imports 
are now experiencing the full impact of the “ Canada 
First ” policy. The changes hit practically every country 
which trades with Canada, but the United States will be 
the chief victim and cannot fail to suffer another serious 
curtailment of its exports to Canada. If, for instance, the 
plans embodied in the budget for the stimulation of what is 
called a “ national fuel policy ” are successful, a substantial 
volume of business should be diverted from American to 
British and Canadian mining interests. For the Rrst time 
in history American anthracite coal is subjected to a levy 
of 40 cents per ton, while British anthracite is left upon the 
free list. The duty on American bituminous coal is also 
raised from 50 to 75 cents per ton and on coke to $i per 
ton. There are also provisions for generous freight rate 
subventions devised to give the mines of the maritime 
provinces more favourable access to the market of Ontario 
and to confer a similar advantage upon the mines of Alberta 
rrr 2 871 
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anid British Cc^umbia in the prairie market. There are 
important changes in the motor schedules, intended to 
transform Canadian motor factories — many of which have 
merely assembling plants — ^into complete manu- 
facturers of cars; the entry of used motor vehicles is 
completely banned. In the iron and steel schedules, which 
were left untouched at the emergency session, there is a 
series of increases and adjustments chiefly for the benefit 
of the domestic industry. Despite the assurances given 
in the Speech from the Throne that the changes in the 
British preference would only be in the nature of incidental 
adjustments, increased duties on iron and steel products, 
leather goods, pickles, furniture and some other com- 
modities are calculated to diminish British exports of these 
products to Canada, although there should be a gain in coal 
exports. For purely revenue purposes a duty on tea, 
which the Liberals had wiped out, has been reimposed 
and there arc additional imposts upon certain fruits and 
vegetables. One interesting innovation of the budget is a 
heavy tax upon American magazines and periodicals enter- 
ing Canada, and another is a provision for a freight rate 
subsidy of five cents per bushel on aU wheat exported, for 
the purpose of helping the prairie farmer. Critics of this 
proposal, who include the Canadian millers, contend that, if 
the subvention is paid to transportation interests, it will 
operate mainly to the benefit of European importers, and- the 
western press is urging that, if the bonus is intended to 
assist the producer, it should be paid direct to him. 

Apart from the actual alterations in the customs 
schedules, the budget aims at a general tightening of the 
protectionist system. The Customs Act has long con- 
tained a section which empowered the Government to 
impose a surtax upon the goods of any country which 
failed to give Canada equitable tariff treatment, but it was 
low and has rarely been imposed ; now, however, the 
budget provides that the rate of this surtax shall be fixed 
33i per cent., which will constitute a virtual embareo. 
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Fewver is also taken hf ord^m-coimcil to withdraw the 
pivili^es of the British preference from any country 
which is deemed to hare forfeited them by its fiscal policy 
tewards Canada. Again, only a small duty has been 
hitherto levied npem articles not specifically enumerated 
in the customs tariff, but it has now been fixed at the 
flat rate of 25 per cent, which means that all new inventions, 
new articles, new fruits, etc., will have to pay this rate. 
For the protection of the consumer, more effective measures 
are devised to prevent manufacturers from exploiting the 
tariff by increasing their prices. An amendment passed 
at the emergency session empowered the Government to 
withdraw their protection from manufacturers who raised 
their prices, but it was found ineffective and now the 
Government is taking to itself power to levy upon any 
manufacturer who raises his prices an excise tax equivalent 
to the tariff upon his products. 

The budget was subjected to very severe criticism by 
the Liberals and other Opposition groups, but their chief 
attack was directed against the tariff increases. Mr. 
Mackenzie King gave a lead which was generally followed 
in arguing that high protection was completely unsuited 
to the special circumstances of Canada, and that the 
Government’s policy, as exemplified by the budget tariff 
proposals, could not fail to produce disastrous stagnation 
in Canadian trade. The western members on the Opposi- 
tion benches inveighed with special ferocity against the 
tariff changes and maintained that they would not only 
increase the farmers’ cost of production, but would also 
provoke fiscal reprisals which would accentuate the difficulty 
of finding profitable markets for Canada’s agricultural 
produce. In reply, Mr. Bennett argued that special 
tariff measures were required to meet the situation con- 
fronting Canada, which he went so far as to describe as 
the “ most serious industrial crisis in her history.” He 
said that if steps were not taken to prevent the dumping 
in the Canadian market of certain classes of goods of which 
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other coontries had a large »arplu«, it might mean tte 
complete extinction of Canadian industries engaged in 
the manufacture of these commodities, and he cited in- 
stances of the dumping practices which some of the tariff 
changes sought to prohibit. He also claimed that the 
tariff increases of the emergency session had already 
justified themselves inasmuch as, since they were decreed, 
87 new industrial plants had been established in Canada, 
mostly by American interests. But the Liberals challenged 
the validity of this claim, alleging that the rate of industrial 
expansion had been greater in previous years under a 
Liberal administration. Liberal and Progressive anaend- 
ments to the budget were easily defeated, and in the end 
the Government had a comfortable majority of 102-72 
on the main motion. During the committee stage, the 
Opposition continued their criticism of individual items, 
but could only compel the Government to agree to some 
minor adjustments. 

By far the most controversial measure of the session 
was the Government’s Bill for creating a new type of 
tariff board as a substitute for the board which the King 
Ministry had established and which Mr. Bennett immedi- 
ately after assuming office had abolished, on the ground 
that it lacked proper statutory authority and had manipu- 
lated its inquiries for political ends. The projected new 
board was modelled on the lines of the tariff commission 
which was designed in 1912 by Sir Thomas White, but 
was killed by the Liberal majority in the Senate. Mr. 
Bennett explained that it would be a non-partisan body 
with a judicial outlook and fact-finding powers, and that 
one of its main duties would be to ascertain the relative 
costs of production in Canada and foreign countries as a 
basis for tariff making, but that the actual power of finally 
fixing the rates would remain with the Government. 
It was provided that the chairman should have a salary 
of $15,000, and the other members $10,000, and that they 
should hold office for a period of ten years and be eligible 
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lor i«fr«ppomtiiKiit. Hie Liberals, wsre natorall r 
j^rieved at tbe eKminatien of their own board, took 
strong objection to nuny features of the Bill, and alter 
ansnccessfnlly moving on the second reading an amendment 
for its postponement, the7 fought it clause hj clause in 
ocmunittee. They criticis^ the powers conferred upon 
the board to say what was a proper rate trf duty, but th^ 
directed their chief fire against the provision for a ten-year 
tenure of office for the members of the board ; they con- 
tended that, in view of the political implications of the 
tariff, if the board was to function efficiently it must enjoy 
the confidence of and be sympathetic to the Government 
of the day, and that the Bennett Ministry was trying to 
rivet a high protectionist system indefinitely upon the 
country. When the Government, which claimed that the 
experience secured in a long term of office would conduce 
to the administrative efficiency of the board, would not 
recede from its position, Mr. Mackenzie King bluntly 
threatened that if the Liberals came into power they would 
rid themselves of appointees of the Conservative Govern- 
ment by the simple device of refusing to vote monies for 
their salaries. The battle on this measure was maintained 
for several days, but some of the Progressives were disposed 
to give the new board a fair trial, and the Government was 
always able to command comfortable majorities to defeat 
the different amendments that were proposed in com- 
mittee. It remains, however, to be seen how the measure 
will fare in the Senate, where the Liberals at full strength 
still command a majority of one. 

On June 30 there was a brief and wholly friendly debate 
on the resolution seeking the approval of the Canadian 
Parliament for the proposed “ Statute of Westminster.” 
In moving it, -Premier Bennett gave a detailed explanation 
of its provisions, the steps which had led up to them and 
the reasons for them. Mr. Lapointe for the Liberals 
cordially supported the resolution, but took the opportunity 
to claim for the previous Liberal administration credit 
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for mott of the ipade w(»k that had made the pasaage ol 
the “ Statute ” possible. He also advocated that Ca n a di a n 
appeals to the Privy Council should be abolished and that 
steps should be taken for Canada to secure the power to 
amend her constitution by her own act. Mr. Bourassa 
supported the resolution and also the bulk of Mr. Lapointe’s 
additional suggestions, and it is evident that, although 
Premier Taschereau remains unconverted, there has been 
a notable change of sentiment in Quebec about the desira- 
bility of Canada’s acquiring full control of her own con- 
stitution. Mr. Bennett was non-committal about Privy 
Council appeals, but he promised to call at some con- 
venient date an inter-provincial conference to discuss 
ways and means whereby Canada should secure for herself 
the power of constitutiorul amendment. 

Before the close of the session, Mr. Bennett was able to 
announce the terms of a new commercial treaty concluded 
with Australia to replace the old pact made by the King 
Government, h was the result of protracted negotiations 
lasting nearly a year, and the result is a comprehensive 
exchange of mutual preference instead of the very narrow 
list covered by the former treaty. Canada secures by it 
the benefit of the British preferential rates on 415 out of 
the 433 schedules of the Australian tariff and in addition 
the intermediate rates on six items or parts of items. 
Furthermore, on lumber, newsprint and canned salmon, 
which arc of great importance to Canada’s export trade, 
Australia has adjusted her tariff in order to give Canadian 
producers a greater margin of preference. By way of 
return, Canada accords to Australia either her British 
preferential tariff rates or greater margins of preference 
on some 28 items or parts of items ; the chief benefits to 
Australian producers should accrue from the very sub- 
stantial preference now given on raisins, apricots and other 
fruits and wines. The terms of the agreement have been 
enthusiastically received in British Columbia, where a 
variety of interests will profit by them, but they have 
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lecemd a wdcome from the gnpe^gratm-s and wiae- 
mafc&Y el the Niagara p^'nsula, who have protested to 
the Government that their industry wiM be adversely 
afl^ted by the competition of Australian wines. One 
novd and interesting feature of the treaty is a clause 
providing that abrogation need not necessarily follow the 
emergence of difficulties arising out of one or two items. 
It is agreed that, if one country discovers the importation 
of some product under the terms of the treaty to be pre- 
judicial to one of its own domestic industries, it can give 
notice of the fact to the other, and if within three months 
after receiving the notice the latter country has not removed 
the difficulty, then automatically the product concerned 
will bear the general tariff rate applicable to it until the 
notice is withdrawn. 

During the last month of the session, interest on Parlia- 
ment Hill was centred in the proceedings of a special 
committee of the Commons which investigated the activi- 
ties of a company called the Beauharnois Light, Heat and 
Power Corporation. This company had organised a huge 
power project east of Montreal which involved the con- 
struction of a canal between Lake St. Francis and Lake 
St. Louis and the diversion of the waters of the St. Lawrence 
into it ; as the river at this point was within the domain 
of Quebec, a lease of the water powers was secured from 
the provincial government of Quebec, but a permit for the 
diversion of water from the main channel of the St. Lawrence 
had to be secured from the Federal Ministry, which has 
jurisdiction over navigation rights. After granting this 
permit, the King Government was subjected a year ago 
to strong criricism by the Progressive group, who alleged 
that valuable water powers belonging to the nation had 
been handed over to private exploiters for a mere song, 
and that the public interest had been inadequately pro- 
tected. Then, about the middle of this session, Mr, 
Gardiner, the Progressive leader, again raised the issue and 
demanded an investigation of the operations of the corpora- 
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II. The West 

W ESTERN CANADA is at war — ^fighting against 
drought and low prices and world-wide economic 
nationalism. It has even its devastated areas. 

The drought — though happily broken in July — ^was in 
May and June the most extreme that has been experienced 
for years ; in fact there has probably never been such a 
drought since any substantial area of land first came under 
the plough in the western provinces. The high winds 
which accompanied the dry weather have caused the soil 
to drift to an unprecedented extent. In many places, 
particularly in southern Saskatchewan, one can see five-foot 
fences covered as though with snow, so that the cattle can 
walk over the top. Where the soil is shallow it has in certain 
places been blown away right down to the “ hard-pan,” 
leaving only pebbles and stones, some of them as large as 
one’s head. This condition was indeed so bad in certain 
parts of southern Saskatchewan towards the end of June 
that they looked like the Sahara, and there were often dust 
storms in which one could not see ten feet ahead. This 
utter desolation is not, however, very widespread. In a 
drive of 800 miles in Saskatchewan, taken towards the end of 
June with the express intention of seeing the worst areas 
not more than forty 0 " ’ 
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The West 

A Tint to a farm in the worst district left one with mixed 
feelings. We found the farmer puzzled, nonplussed and 
uncertain what to do. His wheat crop had been ruined and 
his only hope for the current year was to endeavour to 
grow fodder for his animals ; and he had to consider how 
he should treat his soil in order to get a binder which would 
lessen the chance of the drifting starting again. Notwith- 
standing his plight, however, one felt that his future was 
by no means hopeless. The locality usually produces 
good crops and, as a farmer whose crop has been spoilt 
this year put it : “ My average crop for the last twenty 

years has been bushels an acre. I am all right.” Another 
thing which struck one on this particular farm was that the 
children were as healthy and well-fed as one could wish. 
They had sufficient animals to provide for their immediate 
wants, and one felt that, however sharply the winds of 
economic distress might blow, these people were free from 
the two worst ills — unemployment and starvation. Any- 
how, the Government will see to it that this farmer gets 
grain for seed and fodder for his cattle, and with these he 
can struggle along until the next harvest, which by all the 
laws of averages, and according to the well-attested cycles 
of moisture in the west, should be a good one. A year 
hence, with anything like a reasonable improvement in 
prices, his position may be vastly different from what it is 
to-day. 

Meanwhile adversity, as usual, is teaching useful lessons. 
Much has been learnt in the last two years about how to 
live off the farm. A loan company agent, endeavouring to 
reckon the cost of growing wheat, took into account an 
amount for the subsistence of the family. “ They are 
learning,” he said, “ to live off the farm. There are 
families near here whose cash outlay in groceries for a whole 
week would notbe$i.50. All that they buyis tea and sugar.” 
This tells a story which is for the moment serious from the 
point of view of the merchant and manufacturer, but it 
certainly brings down the cost of growing wheat. What this 
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CMt actYully i*, it seems, however, almost idle to con- 
jecture. In the first place, all calculations based on an 
assumed yield would be knocked on the head if the yield 
were to prove higher or lower. In the second place, there is 
so little agreement about the cost of the different elements 
which enter into any estimate of wheat growing that com- 
pletely different figures are given by different authorities 
who are all presumably competent. This, however, may be 
said. Dollar wheat, which two years ago would have been 
regarded as a calamity, would now be looked upon as a 
bonanza price, and even 75 to 80 cents would to-day be 
considered to give the farmer a chance. Incidentally 
it should always be remembered that the price quoted 
for wheat is the price at the head of the Great Lakes, 
and that the price to the farmer is that amount less freight 
and elevator charges, which sometimes run to nearly 
20 cents. 


One naturally tries to gauge the temper of the western 
farmer in his present difficulties, and it is necessary to 
generalise from a few instances. A foreign farmer near 
Leduc, south of Edmonton, had leased land in addition to 
his own farm and put in two or three times as much wheat 
as he did a year ago. When asked the reason for this, the 
answer was that prices were bad and that in order to earn 
at much as he did the year before he would have to produce 
three times the quantity of wheat. This is not mentioned 


as a typical instance — it is not one — but as an outstanding 
symptom of a morale which seems on the whole to be keep- 
ing high. No doubt, as in the army, morale is the result 
of a variety of causes, and one of the most important at 
the present moment is that there is no opportunity of 
running away to southern California or anywhere else 
.n the United btates, as there used to be ten years ago 
A farmer, fifty years old, comes to his banker in the 
autumn of 1930 saying that his crop has yielded him nothing 
and that he wants money to carry him over the winter-! 
otheijnM h» will throw in hi, l„nd. The binlrer point. 
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out that if he gives up he will have no otha waf of improv 
ing” himsell and urges him to recansider ,his decision. 
Ihe result is that after a family council the farmer comes 
ba<h and tells the banker that if he is given time by the 
bank, the hauly has come to the conclusion that in one 
way- or another*^by one of the daughters teaching at school, 
and by buying milch cows, poultry, etc. — ^they can main- 
tain themselves. The banker has no doubt that they will win 
through. 

A man from Saskatoon, at a country point nearby, is 
assailed by a number of farmers in distress. \^^t, 
they ask, is going to be done for them ? He rounds on 
them, tells them that their troubles are their own fault 
and that if they had exercised a reasonable amount of 
prudence in the last ten years instead of squandering their 
money on motor cars, radios, unnecessary farm machinery, 
etc., they would be quite able to “ paddle their own canoes ** 
at this moment. He tells them of a French-Canadian, 
from the province of Quebec, and not long in Saskatchewan, 
who was getting on all right. French-Canadian Enghsh 
is difficult to reproduce, but when the Saskatoon man asked 
him how he had managed it, he gave the following reply : 

Before I became a farmer I was in a factory in the province of 
Quebec. We once had to go to see the manager and I heard him 
several times mention “ the sinking fund.” I did not know what 
that meant, but when I come to the province of Saskatchewan to 
be a farmer I say to myself — “ Albert, you are now in business on 
your own. You are now just like a manufacturer. You must have 
a sinking fund.” I go to the priest and I ask him : “ Father, what 
is this sinking fund that the manager in the factory talked about ? ” 
The priest, he tells me what is this sinking fund, and I have made 
me a sinking fund — hay and oats in the barn, horses, cows, pigs and 
chickens — and my children have three meals a day and wear good 
clothes 

Albert’s sermon apparently struck home, angry and 
irritated though the farmers were. 

The bad prices have, of course, produced a strong 
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A^<.nA in varioui quarter# for further resort to pnce- 
&tme devices. Some of our farmers would like not mer^ 
. hair but the whole hide of the dog that bit them. In the 
present circumstances it is not surpnsmg that men s 
judgment# should be upset by the urgent anxieties of the 
moment. In this connection it is interesting to note a 
leading article in the Manitoba Free Press, whose editonal 
policy is in the hands of the able and patriotic Mr. J. W. 
Dafoe, who has on the whole been a supporter of the aims 
of the Pool. This leading article says 


The arguments being advanced in support of the creation of a 
wheat board, nr in favour of some method of federal control of the 
wheat crop, arc merely the most recent expressions of a perfectly 
consistent theory of grain selling. 

Requests for government control of the wheat are supported by 
a > r-' ‘\,y . - -.‘r-! ti — . rrire- w=l! dror 

. ..a'. n ^ 

for the country generally. It was on this assertion, stated in 
rha' thp vh»;r — thHr "T'renre 
wiicn ■.'.r,- : .! r. ..,«!•• .. ■ ■■. ■■ '".i'.' '.he 

grain trade of Canada has been conducted for some seven years. 
Despite the failure of the wheat pools to weather the economic 
storms in which international business is plunged, the soundness of 
the theory, or belief, on which they were formed continues to be 
urged. Tltc Federal Government is being requested to step in 
now that the pools have collapsed and do what the pools set out to 
accomplish. ... 

Die two systems of selling are posed against each other pretty 
eleir'.v. and 'h- =''te!'ire"re wi" hiv? *-> th""’ >:p Open 

in.s :«r > . .-r is still 

operating as a commercial system. Controlled selling has broken 
down, or gone out of existence, accompanied by loss and wreckage j 
but its advocates still have arguments to demonstrate its necessity. 
And the important fact about the arguments is their insistence on 
wider application of control. A federal grain board would be the 
last control of all ; the entire crop would go under government 
supervision, and Canada would find itself in the grain business. 

If the world’s economic trend is such that the production and sale 
of «ap c commodities is to pass into government control in the 
national interest, that is another story altogether, and one that opens 
up new prospects for public consideration 
884 
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WliSe this editoru^^doetx:]^ tesch ray ddfoite ci»- 
chrakm* having neganl to the paper’s past editorial polky 
Uke writer of thU article considers it a fair inference that 
the editor helieves that co-operative selling, as it is under- 
stood in western Canada, has for the moment failed. It 
is certainly unlikely that a convinced individualist like Mr. 

Jl^inietc wUl want to see it re-established on its old basis. 
ij,.r is one experiment, born of our existing difficult 

conditions, which may have far-reaching results. Some 
of the lending institutions have formed a farm management 
group and secured as its head a man who has achieved con- 
siderable success as a farm manager in the United States. 
The manager points out that every individual farmer is 
running a business in which he has to be an expert in many 
different lines ; that this is not the case in other businesses 
which have a special expert for each particular line ; that 
a farm manager with tact and judgment can, however, gain 
the confidence of the farmers under his care, and by doing 
something to meet the need of expert assistance obtain 
important results. A day spent with one of the farm 
managers in this enterprise was full of interest and hope. 
The farms were not far from Winnipeg. The farmers 
were in difficulties and their demeanour showed that they 
were glad to have someone with whom to talk things over. 
One of the incidental advantages of farm management, of 
which we saw an instance, is the protection that it gives 
to farmers against the high pressure salesman of machinery. 
Another of the farm manager’s aims is to persuade the 
farmer not to abandon a particular line as soon as it becomes 
unprofitable, but, as the manufacturer so often has to do, 
to keep it going even though it means a loss for the time 
being, in full confidence that it will again become profitable. 

One of the incidental advantages which the farm manager 
hopes will result from this system is that the western 
farmer will no longer regard farming as a thing at which he 
works for a month or two in the spring and a month or so 
in the autumn but as a whole-time job — ^in other words, 
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that he wiU come to lode tipoQ fuming as a calling winch, 
like erexy other calling in the world, demands ^attention' 
the whole year roand. In this connection it is interesting 
to know tliat more than one shrewd observer in the West 
remarked that they had far more well-grounded prosperity 
with dollar wheat than with $1.50 wheat. With dollar 
wheat a farmer would have a profit, but not a large enough 
one to enable him to abandon every other form of pro- 
duction, which was the tendency in the past when the 
price was high. 

There has been a good deal of talk about the corporation 
farm of ten, twenty, thirty and forty thousand acres. 
Statements about the success of these farms should be 
received with reserve in so far as results up to date are 
concerned, and with still more reserve as regards the future 
in view of the necessity of adopting more intensive forms of 
cultivation in order to maintain the fertility of the land. 
The best view in western Canada appears to be that the 
large family farm, somewhere in the neighbourhood of a 
section— f)4o acres— is the unit which ought to offer the 
best chance of success, yielding, as it does, a sufficient 
vobme to enable costs to be kept down, and yet being 
sufficiently small to render possible at least a minimum of 
personal attention and a rotation of crops. One must at 
least hope that this is what the future has in store. The 
c^poration farm, the » Kolhoz,” seems to offer little in 
the way of a life to our western people. 

This section opened with the statement that western 

o/di^am*' r of the success 
of the campaign is the quahty of our western people. Thev 

broader h.. H J "Uongtr, 

After . 11 , none of the problem, of to-day 1, new-LrX 
«T«ter m extent. Those who have hio™ the West fr^ 

alwayUrom year to year bn, ftom decade to diidolha" 
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no fear that ita progress will be arrested or that the western 
farmer, with the strong incentive which owning his own 
land snpplies, will fail to fight his wa^ through the em- 
barrassments of the moment and come out stronger and 
better than ever. 

Cakada. ^ ( ^ . ? i 

' -Jufy, ^l. ; - , , ; . . . p , 
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AUSTRALIA: MONETARY POLICY 
AND FINANCIAL RECONSTRUCTION 


I. The Political Background 

I N the last issue of The Round Table Mr. Theodore’s 
policy of “ controlled ” inflation was described. That 
policy was the Commonwealth Government’s answer to 
the February committee of economists and under-treasurers, 
to the premiers of five States and to the bankers, all of 
whom insisted upon budget economies as the first step 
towards financial reform. The policy was embodied in 
three Bills— a Bank Interest Bill (now dropped), a Fidu- 
cial Notes Bill, and a Bill to amend the Commonwealth 
Bank Act in respect of the note issue (commonly known 
as the Gold Export Bill). The first provided for the appoint- 
ment of a board to make recommendations to the Treasurer 
concerning bank interest, which could then be altered 
by order of the Treasurer. The second empowered the 
Treasurer to issue ^18,000,000 of fiduciary notes for the 
rehef of farmers and unemployment. By the third the 
waftoTT? rf per cent, against notes 

h o ’ T” T" to be convertible 

mm ^Id on demvnd, end a limit of £60,000,000 was 
for the no« issue. Further, it was provided that the 
Government might acquire gold from the Banl “ for Z 

Undr' t1 V Commonwealth in 

B.II. 0^ the ground that thep did not provide anp m J 
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for deali^ efFecdvety with the financial position either 
aft home or abroad. 

The ultimate control of the currency lies with Par- 
liament, and the Opposition has a majority in the 
Senate. It thus became clear that as parties now stand 
the Government’s monetary policy could not be carried 
into effect. On the rejection of the Fiduciary Notes Bill, 
however, Mr. Scullin announced that the Government 
intended to proceed with its plan, and that, if the Senate 
again rejected the Bill after the statutory interval of three 
months, he would seek a double dissolution. Meanwhile, 
late in April, Mr. Theodore had presided over a Stormy 
meeting of the Loan Council, at which an important 
decision was made “ that the Loan Council is of opinion 
that Australia must aim at securing a balanced budget at 
the end of June 1934.” A sub-committee of three was 
appointed to report to the Council, and was empowered to 
co-opt the services of “ economists and such other advisers 
as it may deem fit.” 

Meanwhile the Government of New South Wales, with 
important consequences for the whole of Australia, was 
moving in quite a different direction. The influence of 
New South Wales outside its own territory is felt partly 
through Its representation in the Federal Parliament, 
partly through its expenditure on the public services and 
partly through its share in the public debt, for which the 
Commonwealth has now taken over responsibility. The 
victory of Labour at the New South Wales elections 
involved the defeat of the policy of financial rehabilitation 
agreed upon by the State and Federal Governments in the 
preceding August. It meant that New South Wales would 
not voluntarily economise, and would strain its own credit 
and that of the Commonwealth to the utmost attainable 
Iknits. It meant also that the representatives of the State 
in the Federal Parliament would try to prevent the Govern- 
ment of the Commonwealth from carrying out a policy 
found to be unpopular in New South Wales. 
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At the Conference convened hj Mr. Th^c.in 
February after hii reinstatement, Mr I^ng, 

Sute Ltions had declared himself m 
expenditure but no repudiation, announced that hi 
G^emment intended to default in its payment of ov«ae^ 
interest at least temporarily, and mvited t^Confcrence to 
adopt a similar poUcy for Australia. The Lang plan, 
which included radical changes in the currency, was advo- 
cated then and subsequently as an alternative to the 
Theodore plan of inflation with payment of interest 
overseas in full. It gained four adherents from among 
the New South Wales representatives in the Feder^ 
Parliament, who formed a group of their own which will 
oppose all government measures except to the extent of 
bringing about a general election, and it was advocated by 
emissaries from New South Wales in other States. It 
may be that personal and political differences between Mr. 
Lang and Mr. Theodore will split the party organisation 
in New South Wales, and even lead to the appearance of 
rival Labour candidates at the next Federal election. In the 
other States Mr. Lang and his emissaries were coldly 
treated by the party officials, and, notwithstanding some 
enthusiastic meetings, appear to have made little headway. 
The Lang plan was, however, adopted by the party in the 
State Parliament and by the State organisation. The 
plan was put into execution by the failure of the Govern^ 
ment to pay interest to overseas bond-holders, which was 
followed by the issue of writs on behalf of the Common- 
wealth and the States claiming to be indemnified for the 
extra burden which this default placed upon the Common- 


wealth revenue. 

Mr. Theodore’s reinswtement and the resignation of 
Mr. Lyons were followed by the formation of a United 
Australia party, which included the Nationalists and some 
former supporters of Mr. Scullin, with Mr. Lyons as 
Leader of the Opposition; Mr. Latham, who had filled that 
office with conspicuous ability and authority, consented, 
890 



The Polidcftl Background 

with characteristic pnbfic spirit, to become deputy leader. 
It was thought that Mr. hytsas, who had been warmly 
apjdandedibr his conduct dunngMr. ScuUia’s absence, was 
admirably fitted to advocate a policy of orthodox finapce 
at a general election. The infiation policy, which may now 
be regarded as abandoned, was made the main issue at the 
State elections in Tasmania shortly after Mr. Lyons’ 
appmntment, where it was championed by the Leader of 
the State Opposition with the personal support of 
Mr. Theodore. The result was a decisive victory for the 
Government, the sole instance of a government which has 
gone to the country during the present depression being 
returned to power. 

Such was the position in the middle of May. The 
Commonwealth Government was still committed 'to 1* 
policy of inflation and to an election on that policy. J^ew 
South Wales had publicly defaulted on payments of over- 
seas interest, and the Commonwealth, under the Financial 
Agreement of 1927, had assumed responsibility for these 
payments. The directorate of the Commonwealth Bank 
had set a limit of £2$ million to the overdraft in Australia. 
This limit would be exceeded on June 30, and default 
was inevitable. July to December are lean months for the 
treasuries, and it is doubtful whether, in the absence of 
further central bank credit, governments would have had 
sufficient funds to meet their commitments. The situa- 
tion was critical. Eight months after the August (1930) 
agreement the country was faced with a stoppage of pay^ 
ment because the two most important governments had 
quite flagrantly refused to carry out the policy implied in 
^t agreement, and the steps taken by other governments 
were not adequate. Confidence in governments was 
rapidly waning, and the closing of the Government Savings 
Bank of New South Wales on April Z3 was a stern reminder 
of the evils that would accompany a further decline in 
confidence. Open discussion of the effects of a Labour 
victory at the New South Wales election in November, had 
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the poiition of the savings bank in that State. 
The announcement of the “ Lang plan ” of repudiation 
in February, and the acute division between the Common- 
wealth and State Labour parties caused additioiul diffi- 
culties. The closing of the bank had a marked effect 
on the political situation. To this must be added the 
unfavourable reception of Mr. Theodore in the southern 
States, the imminence of default and the overwhelming 
victory of the Nationalist party in Tasmania on May 9. 
Mr. Scullin was forced to reconsider his financial policy. 


II. The Experts Committee 

T he sub-committee of the Loan Council commenced 
its deliberations on May 20. Having obtained the 
budgetary information which it sought, it had already 
secured the assistance of four economists and the under- 
treasurers of all the States but New South Wales. This 
committee of nine, referred to below as the experts, pre- 
sented its report on May 23. The report set out the main 
facts of the budgetary position of the Australian govern- 
ments and outlined the results of certain steps that might 
be taken to balance budgets. The estimated deficit for 
the current year (1930-31) was found to be million 
and that for next year, after allowing for proposed economies, 
to be ^39 million, or £41 million if revenue fell short of the 
estimates. Three main questions were then considered : 
(«) What further economies were possible ? {b) What 
increases in revenue could be got from taxation or any other 
source ? (f) If these failed to meet the probable deficit, 
what further measures were necessary ? 

With regard to (a), the experts took as a standard for 
economy the fall in the Federal basic wage since 1928. 
This was 20 per cent. Applying this standard to all 
departmental expenditure and public utilities, amountine 
m 1^30 to Xga million, there was a possible econo^ 
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in 1931^32 of ;£20 million. The estimates 8ahiikitted pro<- 
vided for economies of I million. There was consequently 
a farther possible saving on this standard of million. 
Frcan pensions (old age, invalid and war), a saving of 
million could be made, raising the total of new economies 
to j^l3 million. From taxation, it was thought that 
^12 million might be raised by increasing the sales tax and 
primage duty and from income taxes. The only remaining 
means of reducing the deficit was a reduction of the internal 
interest burden, which on Jime 30, 1930, amounted to 
million. In common with other property incomes, 
this interest, except, of course, interest on tax-free bonds, 
had been subjected in November last to a surtax of 1 s. 6d. 
in the pound (y-J per cent.). Additional taxation would 
have to be imposed upon those incomes, and that was 
contemplated in a Bill already before the House of Repre- 
sentatives. The surtax was to be raised to 3$. 6d. in the 
pound. The experts held that such taxation would keep 
up the rate of interest and render conversion operations 
difficult. They therefore suggested an alternative method 
of meeting the position. The present surtax could remain, 
but a reduction of 15 per cent, in the interest payable 
could be arranged by “ an immediate conversion of govern- 
ment securities at a new rate of interest.” Such a con- 
version “ could only be achieved by a great patriotic move- 
ment backed by a large volume of consent on the part of 
bond-holders.” It would be necessary for the loan to be 
underwritten by the banks so that bond-holders not con- 
senting might be paid off. The experts were aware that 
such a transaction was technically a breach of contract, 
but they justified this procedure on the ground that insist- 
ence on the fulfilment of contracts to the letter, in present 
circumstances, “ might force the debtor governments into 
a policy that would surely destroy the value of the bond.” 
Only in so far as bond-holders preferred to take cash rather 
than to accept a lower rate of interest would there be any 
interference with contract. This would have been a minor 
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breach cooipared with the strong dement of compulsion 
dut was proposed later at the Premiers’ Conference. 
A 15 per cent, redaction in the interest burden would 
produce a net saving of £^, 000 , 000 . The gross saving 
would be j^4, 1 70,000, but governments would pass on to 
their own debtors the reduction in rates of interest and 
there would be some loss of income tax. The deficit in 
1931-32 would then be from £11 million to ,^13 million, 
an amount that could be met by borrowing “ from current 
savings rather than from new banh credits.” As trade 
improved revenue would increase and expenditure on 
unemployment fall until the deficit disappeared. 

The experts added that borrowing to bridge the gap 
“ will be over and above the funding of the existing short- 
term indebtedness, both in Australia and in London, which 
it to necessary to the restoration of Australian credit.” 
But such borrowing would not be possible “ until we have 
made honest and determined efforts to meet the interest 
on our existing liabilities.” The plan was indeed designed 
to place Australia in the position of making the maximum 
effort to discharge her external obligations. The adjust- 
ment of internal finance, though burdensome and difficult, 
was a national task from which no class should be relieved. 
The Mperts had exposed the facts, enunciated a plan for 
restoring national finance and created an atmosphere in 
which very drastic, but necessary, measures could be 
taken. 


In a brief report to the Loan Council the sul>committee 
rwommended that the main features of the Experts’ 
PUn should be carried out. This report, together with the 

anT"; '""i Council on 

May 23 and referred to a Premiers’ Conference convened 

Ird^Th*^’ ‘i^ff««nce8 were quickly submerged, 

and with one important exception the Conference realed 
n agreement upon the mam issues involved. After the 
first tt^ days it b^ame clear that a complete pkn tigt 
be vwrked out on the foUowing basis • ^ ^ 
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1. A, cat of ao per cent, in goyemmenr c^ependitare 

as compared with the year 1929-30. 

2. A reduction of 22i per cent, in the internal interest harden 
through a huge conversion operation. 

3. A redaction in bank interest rates, indudang those of trading 
banks and savings banks. 

4. Increased Commonwealth taxation to the extent of about 
;^7.5 millions. 

5. Some measure for the redaction of interest on private mort- 
gages. 


III. The Question of Compulsory Conversion 

T he Commonwealth Treasurer on the first day of the 
Conference recommended the conversion of the 
outstanding public debt in Australia to a new stock with 
an average rate of interest of 4 per cent. The average rate 
of interest on the internal public debt at June 30 was 
^5. 5$. 5d. per cent., and a reduction to ^4 per cent, would 
amount to nearly 23 per cent. This figure was arrived at 
by including the 15 per cent, proposed by the experts, 
and taking in an additional yf per cent, in lieu of the surtax 
of 74 per cent, imposed in November. This conversion loan 
was to be underwritten by the banks, and “holders of 
existing stocks and bonds not wishing to convert were to be 
paid off.” This proposal was considered by a sub-committee 
of the Conference and representatives of the banks. At 
that meeting the bankers indicated their general approval 
of the conversion of the debt to a lower rate of interest, 
but declared that it was impossible for them to underwrite 
such a conversion loan. Without the co-operation of the 
banks it would be impossible to pay off the bond-holders 
who did not convert, so the Conference altered the 
proposal of the experts. It was decided to ask bond- 
holders to accept a reduction of 224 per cent, in the rate 
of interest, and to exempt those who were willing to convert 
from the present surtax of 74 per cent, and from any fresh 
taxation. .An additional income tax of 25 per cent. 
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wti to be imposed on all secarities not converted into the 
new loan. 

This decision roused considerable controversy outside 
the Confe/ence, and there were strong protests against the 
element of compulsion. This point of view was embodied 
in a letter sent to the Conference late on the afternoon of 


May 29 by the Leaders of the Opposition — Messrs. Lyons 
and Latham. They expressed general approval of the 
original proposal for a voluntary conversion, but remarked 
that “ the proposals now being discussed are radically 
different. They are proposals for a compulsory, not a 
voluntary, reduction of interest on government loans. This 
is repudiation and default. The effect of this- change of 
policy is already obvious upon the stock exchanges of 
Australia and abroad.” Over the week-end there was much 
private discussion of the letter, and the Conference received 


it on the Monday without discussion. Important develop- 
ments followed. To have produced a plan which the 
Federal Opposition could not support might have led to its 
rejection by the Senate. It was, therefore, necessaiy to 
endeavour to secure the co-operation of the Opposition. 
The Commonwealth Government was prepared to return 
to the original proposal of a voluntary conversion if pro- 
^'sion could be made for paying off the bond-holders who 
did not convert, or, alternatively, if measures could be 
tidccn later to force them to make the same sacrifice as 
those who did convert. Since the banks were unable to 
underwrite the loan the first alternative was out of the 
question. It now became a matter of securing an agreement 
upon the second alternative, and during the week efforts 
to devise a formula upon which the Leaders 
^ the Opposition would ct^operate with the Government 
conversion. By 

end of the week sufficient progress had been made tl 
^‘“8 ®«it to the Leaders of the 
Opf»„tion to attend the Conference on Monday, June 8 
At^hi, meetmg Mr. Lyons sought an assurance from* 
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the Prime Minister that die pdk^ of inflation would be 
abandoned. To this Mr. ScuUin replied : “ If a satisfactory 
can be secured, it should be the financial policy of every 
government.” Mr. Lyons then sought a further assurance 
that any agreement entered into at the Conference would 
be acted upon and not treated like the August agreement. 
To this Mr. Scullin replied : “ The agreement of the 
Government on that point is that the action taken must 
be on a complete plan, and all action must be simultaneous 
and, if possible, that all the Acts be proclaimed on the 
same date.” Having received these answers Mr. Lyons 
then proceeded to offer the full co-operation of the Opposi- 
tion in bringing into operation the whole plan, including a 
voluntary conversion of the public debt. He was supported 
by Mr. Latham, who dramatically summed up the position 
as follows : 

We are met and confronted with an unprecedented position, 
and unprecedented steps must be taken to deal with it. We now 
make an unprecedented offer. We, as an Opposition to a Government, 
offer to come in with the Government wholeheartedly, bona jide, 
with all our energy, enthusiasm, and ability, to try to make a 
particular proposal a success. 

Whilst the Leaders of the Opposition would not commit 
themselves to a compulsory conversion of the internal debt, 
they made it clear that special action would be necessary 
to secure a sacrifice from bond-holders if any were unwilling 
to convert their holdings. At a meeting between the 
Government and the Opposition on the following morning, 
an agreement was reached in the following terms : 

The Conference, including the Leaders of the Opposition in the 
Federal Parliament, having most carefully considered the financial 
position of the Commonwealth and the States, is unanimously 
of the opinion that, to prevent national default in the immediate 
future and a general failure to meet government payments, all 
expenditure, including that upon governmental salaries and wages, 
pensions and other social services, and interest on government 
securities and other interest, must be substantially reduced. 
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Theie meaniret, drastic as tliey may appear, are the first esstmthis 
to the reatoratiaQ of prosperity and the re-employment of our w«k- 
less people. 

TTie necessary sacrifice is due to national inability to pay, and 
it must, therefore, be shared by all. 

The Conference has accordingly provided a conversion plan 
under which bond-holders may make their contribution to the 
general sacrifice by themselves accepting the lower rate of interest 
which the existing position makes unavoidable. 

TTie Conference, therefore, appeals to all sections of the people to 
recognise the position, and in the interests of the nation to accept the 
sacrifices which are involved. 

A National Appeal Executive, consisting of the Prime Minister, 
the I.«adcr of the Opposition, and the Chairman of the Common- 
wealth Bank Board, is appointed by the Conference to direct the 
conversioa campaign. 


To this Mr. Lang objected, on the grounds that it did 
not contain a specific pledge that definite action would be 
taken against the bond-holders failing to convert their 
holdings. He supported the voluntary conversion, with the 
following qualification : 


Government of New South Wales is prepared to subscribe 
to the resolution now before the Conference, subject to the followine 
distinct limitation ; That the Government of New South Wales 
of ao S'" necessary steps towards the reduction 

‘V ] government expenditure as compared 

wth the year ended June 30, 1930, including all emoluments, wages, 
and salaries by the governments whether fixed by statute or otE 


Hmng reached agreement on thia point, the Conference 
Tot h '/”? • T- Commonnrealth Govern- 
budget propoMl, ,o die Conference 
‘‘‘•'"••■o"* with the Leader! of the Oppoaition. 
^ep embraced an average cn, of zo per cent, in aahme, 
d wagei on the i9z9-3o atandard. To achieve thia 

P«r cent., and higher incomes 25 per cent OJri 
•Se p^amn. „ere .o he ,ednc«i f™^ % ZZr,. M 
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for destitiite perwms, and to i6s. idr others^ Soldiers* 
poisioDS were to come down the full 20 per cent, except 
in the case of soldiers out of employment. The Govenir 
ment’s taxation proposals were equally drastic. By raising 
the sales tax to 5 per cent, it would secure additional revenue 
of million, by increasing the primage duty to lo per 
cent. ;^2'4 million, and by increased income tax ^i‘5 
million, giving a total new taxation of ;^7*9 million. 
From this must be deducted the yield of the special tax 
of IS. 6d. in the £ on property income, amounting to 
£\oo,ooo. The net increase in taxation was, therefore, 
million. 

For the States, with the exception of New South Wales, 
the full 20 per cent, cut in expenditure according to the 
experts’ proposals was agreed upon. In some cases, owing 
to the reduction of services, the estimated decline in 
expenditure in 1931-32, compared with 1929-30, will be over 
30 per cent. For New South Wales Mr, Lang declared 
that he must look to the higher incomes for almost all the 
additional savings on salaries and wages. He proposed to 
appeal to the higher salaried officers to reduce their incomes 
to ;^5oo a year. “ Should they fail to respond to the Governr 
ment’s appeal to their patriotism, we would then have to 
introduce legislation similar to that which the Conference 
proposes should be brought in to compel the tax-free bond- 
holders to convert.” It would be of no avail to attempt to 
persuade Mr. Lang that there were substantial differences 
in the two cases. 

According to the estimates placed before the Conference, 
the deficits of the Governments in 1931-32 will be as 
follows : Commonwealth, million ; New South 

Wales, j^5'4i million; Victoria, j^i’3i million; Queens- 
land, ^^-76 million; South Australia, £^' 5 ^ million; 
Western Australia, £i'2o million ; and Tasmania, £‘Oi) 
million, making a total of ;^I4.65 million. 

Before the Conference disbanded, the following resolu- 
tion was passed : “ The representatives of each govem- 
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roent pre*ent at thi* Conference pledge theiMelves 
give effect promptljr to the whole of the resolutions agreed 
to at this Conference.” It was proposed to emlx^f these 
proposals in a Commonwealth Act for a conversion loan* 
a Debt Conversion Agreement Act signed by all the States 
and ratified by the Federal Parliament and the State Parlia- 
ments, a Financial Emergency Act embodying the cuts in 
expenditure, a Bill empowering trustees to convert thar 
holdings of Commonwealth stock, and a Mortgage Relief 
Bill by the States. The last mentioned is designed to 
provide machinery whereby mortgagors could appeal to 
have their rates of interest reduced by 22 J per cent. 


IV. A Record of Achievement 

T he Conference thus achieved three important 
things. 

I. It lus taken the problem of financial rehabilitation 
out of the arena of acute party controversy. This result 
it perhaps the most striking. It should go far to make the 
whole plan a success, and in particular to bring about a 
conversion of a very large proportion of the internal debt. 
About 40 per cent, of the debt is held by financial institu- 
tions — banks, savings banks, trustee companies, insurance 
companies — and most of this will be converted. If 
60 per cent, of the remainder is converted there will be a 
balance of 25 per cent, outstanding, a result which should 
convince the outside world that Australia is prepared to 
make the necessary sacrifices to restore her finances and 
meet her external obligations. With the sanction of the 
holders of 75 per cent, of the debt there could be little objec- 
tion to the application of compulsion to the remainder. 
ITie circumstances are exceptional and the operation is 
possible only because the seven governments of Australia 
have agreed to it. This agreement is embodied in a measure 
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osoilar to tl^e financial agreement of 1927 made under 
tection 105A of the constitution. 

The plan has been assailed by two main classes 6f critics. 
In the Labour ranks there is opposition to the reductions 
in pensions and salaries ; in Nationalist circles criticism 
has been directed rather to the blow struck at the institu- 
tion of contract by the conversion proposals even in the 
modified form in which they were adopted. Critics fear 
not only that this agreement may serve as a precedent 
for like raids upon the public creditors whenever future 
Governments find themselves in difficulties, but also that 
the immediate result of the plan will be widespread refusal 
throughout the community to honour legitimate obliga- 
tions. To the first of these fears it is some answer to urge 
that only a national emergency like the present could secure 
the consentof every government and parliament in Australia, 
without which such action would be impossible. So far 
as the second fear is concerned, a great deal will depend 
on the good faith with which the plan is carried through 
in the community at large. The risk attending default, 
the only alternative, would certainly be much greater and 
far more grave. It is useless to ignore the situation in 
which the plan was promulgated. The experts found that 
national income had fallen from £ 6 $o million before the 
crisis to ^^485 million in the current year. They estimate 
a further fall to million next year. Loss of income from 
exports, unemployment at home, and a sudden fall in 
domestic prices, are the main causes of this decline in 
income. At this lower level of income the burden of fixed 
money claims would be intolerable, and the reduction in 
interest on the internal public debt appears to be the fore- 
runner of an all-round reduction in these fixed money claims. 
More than half of the fall in the rate of interest is a mere 
adjustment of money payments to a lower level of prices, and 
involves no loss of real income. The rest is a contribution 
from the bondholder to the loss of national income. 
To those Tuffio reject the plan on grounds of unwarranted 
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mterierence with contracts, its advocates reply that thoe 
is strong economic justice in the plan, and that what b 
econmnically sound and just should not be considered 
morally wrong. 

2. The second achievement of the Conference is the 
abandonment of the policy of inflation, which had become 
a leading political issue. It is a remarkable change of front 
for the Commonwealth Government. To finance the re- 
maining deficit some creation of additional bank credit 
may be necessary, and to this extent there will be a con- 
tinuance of inflation. Such inflation will, however, be 
carried out under the strict control of the Commonwealth 
Bank, and with the prospect of balancing all budgets in the 
near future. 


3. Finally, the Conference has definitely set Australia 
on the road to deflation, to an adjustment of her internal 
prices and costs in conformity with the fall in overseas 
prices. It has been objected that such a policy will reduce 
the spending power of the people and increase unemploy- 
ment. This is a short-sighted view. A serious illness may 
be cured by surgical treatment, and the patient is naturally 
debilitated by the treatment, but the end justifies the 
means. The process of deflation in Australia is necessary 
to reduce costs and restore the margin of profit in private 
in ustry. With a moderate adjustment in industrial costs 
some secondary industries will be able to enter the export 
market, and new industries wiU be established to compete 
wth imports It is only in this way that Australia will be 

oror present unemployed. If the 

process of adjustment involves an immediate increase in 
unmphymea, i, .h„„ld be b, “ 

''“plac'd woActs. 

. . ' •" ■"*“»<>» of the readintt. of political partiea to 
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notes from 25 per cent, to 15 per cent., for the restoration 
of the, former ratio by 1934, and fmr the export of £$,000,000 
in gold to meet Treastuy Bills falling due on June 30. 
No objection was raised to this measure in the Senate^ 
The Commonwealth Savings Bank has reduced rates 
of interest on deposits by 1 per cent., and other savings 
banks will follow its example shortly. Trading banks 
have reduced their deposit rates by i per cent., and rates 
on advances are in general being reduced by the same 
amount. 

V. Party Reactions 

I N the Federal Parliament and in those States where 
Labour governments are in office, i.e., New South Wales, 
Victoria, and South Australia, it was expected that the 
Conference proposals would be received with some opposi- 
tion by the rank and file of the Labour party. The Federal 
executive* of the Australian Labour party met at Canberra 
on June 18 and 19, and after much controversy passed the 
following resolution by a narrow majority ; 

The executive of the Australian Labour party is opposed to that 
part of the plan which involves reductions of wages, pensions, and 
social services. The executive recognises that the Scullin Ministry’s 
monetary policy has been thwarted by the banks and the reactionary 
Senate, and that widespread industrial stagnation and unemploy- 
ment have been created and have led to a collapse of national finances. 
The executive is convinced that a Nationalist Ministry as an alter- 
native to the present Labour Ministry would be abhorrent to the 
workers and disastrous to the country. It is of the greatest import- 
ance that the Labour Ministry should remain in office during this 
time of crisis to prevent the enemies of Labour from enforcing a 
ruthless policy of aggression against the hard-won rights of the 
workers. The restoration of the workers’ conditions will depend 
upon the return of Labour at the poll with a majority in both Houses 
of the Commonwealth Parliament. 

• The executive of the party is the body appointed at the annual con- 
ference of branches and affiliated unions. It is naturally more radical than 
the caucus composed of the Labour members of both Houses of Parliament. 
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Meanwhile, Mr. ScuUin had pashed on the preparation 
of the necessary legislation, and had on June i8 introduced 
the Debt G>nversion Agreement Bill. On the satae day 
Mr. Theodore announced the budget changes involved 
in the plan. Approval by the party executive was thus anti- 
cipated, but Mr. Scullin could not have expected such a 
large minority in both the executive and the parliamentary 
caucus. Two ministers resigned, and when a vote was 
taken on the Debt Conversion Agreement Bill no less than 
15 Labour members voted against it, and five others were 
“ paired ” among the “ Noes.” In South Australia Mr. 
Hill proceeded with his legislation despite opposition from 
the State executive of the party. In Victoria Mr. Hogan 
was confronted by a hostile party executive, which declared 
its complete opposition to the plan, and threatened Labour 
members who voted for it with a refusal of endorsement 


at the polls in the next election. Mr. Hogan ignored this 
decision, and proceeded with his legislation, though against 
much latent opposition in his party, which agreed to the 
plan by 22 votes to ii. The decisions of the State execu- 
tives of the party in South Australia and Victoria, supported 
by the strong minority in the Federal executive, may yet 
lead to a serious split in the Labour party. In New South 
Wales Mr. Lang's first act was consistent with his proposal 
to secure all his economies in salaries from the higher 
salaried officers. On June 22 he had conferred with' the 
Prime Minister and the Premier of South Austraha, 
who with him had been appointed a sub-committee at the 
Premiers Conference to consider : (a) the withdrawal 
of the Commonwealth writ against New South Wales: 
(i) the opening of the Government Savings Bank; and 

rtn Loan Council, 

ittle has been made public concerning these conver- 

m^nTs ‘difficulties in restoring all the depart- 

mbilS I f resources, Mr. Lang 

subm^ed to Parliament a Bill for emergency taxatiof 
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commencing with is. ii^ the £ on ^ges and incomes from 
j^200 to £260, and rising to a flat rate of 58. on incoines 
of over. The Bill passed the Lower House on 

June 26 and was rejected by the Legislative Council on 
June. 29 bjr a large majority.* 

All the States except New South Wales have now passed 
the Debt Conversion Agreement Bill, and the other 
measures will shortly be submitted to the Parliaments. 
The Commonwealth has passed the Debt Conversion Bill 
providing for the reduction of 22^ per cent, in the interest 
on the internal debt. Bond-holders are to be given 14 days 
from the proclamation date in which to record their dis- 
sent. A successful conversion, as agreed upon at the Con- 
ference, vnll restore the finances of the Commonwealth 
and five States, and no difficulty is anticipated in financing 
deficits from loans or bank credit. The Commonwealth 
budget will be beneficially affected to the extent of approxi- 
mately ;^4,ooo,ooo by the remission of interest on the war 
debt under “ the Hoover announcement.” The deficit 
will then be only 400, 000 for 1931-32, as compared with 
an estimated deficit of ,^20,400,000 in the figures sub- 
mitted to the experts in May. Such is the result of bold 
measures applied without regard to political consequences, 
and supported by the generous help of the British Govern- 
ment in agreeing to forgo temporarily both principal and 
interest on the war debt. 

Australia. 

July 2, 1931. 

• At the time of writing (July 2) Mr. Lang haa reverted to the legislation 
in force last year for the relief of unemployment and economy. The tax of 
IS. in the £ for relief of unemployment haa been re-enacted by the House of 
Attembly together with the Bavin Administration’s Act r^ucing public 
service salariei by 8| per cent. 
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POSTSCRIPT, 


ITje FuuncUl £mergenc7 Act, ginog effect to the agreed proposal* 
for eeooomj, came into force on July ao. On July lo the Treasurer 
introduced the bndget. He showed an accumulated deffcit on 
June 30 of ,£21,050,000, of which £10,757, 000 was incurred in 
*930*3 *» including £3,834,000 of interest on New South Wales 
bans which had been paid by the Commonwealth. For 1931-32 
he budgeted for a deficit of £s,t76,300, but this would be reduced to 
£1,148,300 by the remission of war debt service under the Hoover 
plan. Increased income tax, super tax and sales tax, and new 
primage duties, would together yield £9,800,000, but total revenue 
from taxation would be about the same as in 1930-31. Prospective 
livings totalled £8,500,000. An attempt by the Opposition to 
grant only three months’ supply was defeated by 34 votes to 19. 

The New South Wales Government was forced to appeal to the 
Loan Council, on July 20, for an advance of £500,000 to meet 
civil service salaries and wages for July. The Council made its 
help dependent on the following conditions : (1) the State to assume 
responsibility for the payment of interest on the public debt ; 
(1) the State to rejoin the Loan Council ; and (3) legislative effect 
to be given in New South Wales to the decisions of the Premiers’ 


Conference. On July 28 Mr. Scullin announced that Mr. Lang 
had accepted the conditions, but the Loan Council refused to advance 
the money until the rehabilitation plan had aetually been given 
the force of law in New South Wales, and on August 6 salaries 
totalling £270,000 were withheld from State servants, including 
teasers and police. Meanwhile interest on the State’s overseas 
debt amounting to £632,000 due on July 31 had been paid by the 
Commonwealth. On July 30 Mr. Lang introduced a Bill to reduce 
Mlaries to a maamum of £500 a par. The Legislative 
t "•.inr;. ,1 ^ -g pf reductions, and on August 7 

a .omriotn.-e » ! w:;’-. ^ .• scale ranging from SJ per cent, 
on , paries of £2C» a year to 33 J per cent, on salaries exceeding 
£1,500 passed both Houses. Thereupon the Loan Council agreed 
/a ^ advance of £500,000, Mr. Lang’s request for 

^ 7 September being held over. 

vefsL? parliaments had passed the Loan Con- 

WHon Bm, pd on August 10 the conversion campaign opened 
Mr consisting of M^ Scullin, 

Mr. Lyons and Sir Robert Gibson. A period of 21 davs was 

frL" A « ‘ 7 " weeks for holders 

absent from Australia. The conversion does not anolv to loans 

J°“'®°“wealth. The Commonwealth Bank 
con,m„| i„ holding,, L ^ 

mat ^150,000, 000 had already been converted.-EnixoR 
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I. The Session 

I N an earlier article* an account was given of the position 
of parties in the Union, of the chief features of the first 
part of the 1931 parliamentary session, and of the main 
points in the general and the railway budgets. The 
prediction was hazarded that the session would end early 
in June. The prorogation, in fact, took place on June 6. 

The last part of the session was, naturally enough, 
taken up mainly with the discussion of the budget and of 
the Government’s financial measures. The clouds driven 
up by the economic blizzard hung heavily over the scene. 
Before the session ended the Opposition were able to 
adduce evidence in support of their contention, which 
in fact the Government’s spokesmen at that stage did not 
deny, that the revenue estimates would prove to be over- 
optimistic, and that on both the general and the railway 
accounts the year would probably end with deficits a great 
deal larger than had been originally foreshadowed. The 
financial gloom still remains unrelieved, and in speeches 
made since the prorogation ministers have been hinting 
at further economies and railway “ cuts.” The presentation 
of next year’s budgets promises to present most unenviable 
tasks. 

At the root of the country’s troubles is, of course, the 
effect of toppling world prices on the position of its primary 
producers, and during the last fortnight of the session the 
• The Round Tabu, No. 83, June 1931, p. 67a.' 
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Government came forward with yet another proposal 
dedgned to assist a section of the farming commanit7 — 
in this case the maize growers, whose industry is of funda- 
mental importance for most of the Orange Free State and 
for much of the Transvaal. This proposal, which has 
passed into law as the Mealie Control Act, is an interesting 
experiment in agricultural economics. In essence it is 
an attempt to secure for the producers a price above the 
world price, despite the existence of a surplus of production 
which has to be sold on the world market. South Africa’s 


internal consumption of maize may be estimated to be, 
roughly, 12 million 200-lb. bags annually. In good years 
the production is anything up to 25 million bags ; last 
year it was certainly not far short of that. This year, 
owing to drought conditions, it will probably be about 
1$ million bags, leaving 3 million bags for export. Now,^ 
at current world prices the export price of maize for the 
South African producer works out at about 3s, a bag — 
for him an entirely unremunerative sum — and it is this 
figure which would, in an uncontrolled market, determine 
the price that he would receive. The aim of the Govern- 


ment’s policy is to secure for the farmer a price of about 
78. 6 d. a bag. To this end they have arranged, by 
means of a limited government guarantee, that the 
J^nd Bank should give an advance of 78. 6d. a 
g in respect of maize sold through co-operative 
societies. This, however, in itself would not be sufficient 
to secure the object intended, for the majority of the 
producers, and especiaUy the large producers, have hitherto 
fought shy of the obligations of membership of the co- 
oi^rative societies, and have preferred to sell through 
private traders. There is the danger that the cc^operatife 
b. kft .h. „hoI, burda/of tL 
^mbla .„d ™,h ,ha Io„ condagant oa 

^ W world price, prarailiag. Thi. the Mealie Coatral 
Act 18 designed to prevent. It lays it down that all 
pureWrs of one hundred or more bags of meaUes a 
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'month in the coarse of trade must h<Jd for export 
a certain proportion of their purchases, in accordance 
with a quota to be fixed by the Minister of 
Agriculture before the end of August. Thus, it is con- 
templated, the burden of the surplus will be shared, and 
producers generally will be assured a price approximating 
to that of the Land Bank advance, with no danger of loss 
through the inability of the co-operative societies to 
realise the amount of that advance. The home consumer is 
of course deprived of the benefit of the low world price, 
but in such matters he is the last to be considered. 

This legislation is admittedly experimental, and almost 
certainly temporary. It was hastily drafted, and was 
rushed through a weary House. Various flaws have already 
been exposed. Pending the fixing of the quota, the market 
is disorganised, and the possible effects of an error of 
judgment in that determination give cause for much 
anxiety. If the quota figure is placed too low, the purpose 
of the Act will be partially defeated ; if it is placed too 
high internal prices wiD rise, and far-reaching repercussions 
may result. The minister has taken on himself no easy 
task. 

So much for economic questions. For the rest, the most 
important issues that occupied the attention of members 
were hardly, if at all, debated on the floor of the House. 
The Joint Select Committee of Senate and Assembly 
continued its examination of the Prime Minister’s Native 
Bills* — its report was merely to the effect that it had not 
completed its labours. It will probably be given the 
opportunity of doing so as a commission during the recess. 
If so, the Native issue will loom large during the 1932 
session, perhaps entailing an early general election. 

The provincial problemf has also been casting a shadow 
of fluctuating intensity over the parliamentary scene. 

• The Round Table, No. 78, March 1930, pp. 418-19 ; and No. 79, 
June 1930, pp. 644-5. 

t The Round Table, No. 73, December 1928, pp. 206-210. 

909 



South A&ioa 

It ii finance that i> bringing thit issue to a head. The' 
Provincial Councils^ notably those of the Free State and 
the Transvaal, are again in difficulty. Thty cannot pay 
their way. Some revision, at least of the financial relations, 
is imperative. It is clear, however, that the Government 
would like to seize the opportunity of dealing with the 
problem in its wider aspects as well. The provincial 
system is, of course, a constitutional makeshift, based on 
a compromise, which was, perhaps, inevitable at the time 
of union, but which has not been able to secure for itself 
the roots of permanence. It is significant that while the 
Nationalist party, when in opposition, stoutly championed 
provincial rights. Nationalist ministers have veered in- 
creasingly towards abolition of the system. It is clear 
that to-day the Cabinet as a whole is ready to follow that 
course ; it is not so clear that it envisages the necessity of 
developing an adequate system of local self-government, 
more especially in the rural areas, to take the place of the 
Provincial Councils when they disappear. Its general 
tendencies are, in fact, rather towards centralisation and 
bureaucracy and “ administrative lawlessness.” 

But the Nationalist party as such is still far from being 
abolitionist, and it is probably because of this fact that 
early in the session the Government approached General 
Smuts with the request that the Opposition should par- 
ticipate in a conference for the formulation of an agreed 
provincial policy. The South African party has in the past 
been much more inclined to favour provincial reform than 
the Nationalists — for that reason it might have been 
ejtpected to welcome such an invitation. After long 
consideration, however, it decided to reject it. The chief 
opposition to acceptance came from the Natal members, 
wlu), with one exception, belong to the South African 
party, and constitute a solid and somewhat distinctive bloc 
within the party. Natal favoured federation rather than 
unification at the National Convention ; it has remained 
sturdily federationist throughout. It still prides itself 
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>n its specifically Natal point o£ view. It is predominantly 
British ; it is geographically isolated ; it is acutely 
lensitive to any impairment of its individuality. TTirongh- 
rat it has clung to its Provincial Council, hoping that it 
night yet grow to be a State parliament in a federal South 
\frica. And when, a few years ago, these feelings showed 
signs of weakening under pressure of the unpopularity of 
srovincial taxation, the flag controversy came along to 
:onfirm and strengthen them. For a time Natal became 
:ar more British than Great Britain ; its determination not 
to be swamped by the rising tide of what it regarded as 
inti'British secessionist nationalism was intensified, and 
the Provincial Council stood out more than ever as the 
palladium of its distinctiveness. 

It is, therefore, not to be wondered at that Natal should 
have taken fright at the sinister intent which seemed to 
lurk in the Government’s invitation to a provincial con- 
ference. But it was not Natal alone that took fright. 
For the proposal came at a time when the country as a 
ivhole was having its attention directed to those centralising 
tendencies of the Government’s policy, to which reference 
[las been made above. Several of its measures, both of 
minor and of major importance, during the last two sessions 
of Parliament, have indicated those tendencies. Many 
people, who had been critical of the provincial system in 
the past, became apprehensive of the prospect of a further 
restriction of local liberty. It was clear that a revision of 
the provincial system meant, as far as the present Govern- 
ment is concerned, merely centralisation and not a new and 
better system of local government — ^and, in the outcome, 
the whole of General Smuts’s parliamentary party sup- 
ported him in declining the invitation to any conference 
in which abolition would figure on the agenda. The 
Government has, therefore, been left to deal with the 
problem by itself. The indications are that it will tackle 
merely the financial aspects, leaving the constitutional 
position substantially unaltered. 
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M<m« eflFective than anything el»e in hardening the 
opposition to any change in the provincial system which 
wonid lead to centralisation was the Higher Education 
Control Bill referred to in a previous article.* In that Bill, 
it will be remembered, the minister sought to increase his 
powers of financial control over universities and technical 
ccdleges. It was drafted in such a way that it would have 
been open to him to use those financial powers in order 
to force upon the institutions otherwise unacceptable 
policies in regard to bilingualism and the barring of oversea 
appointments. The Bill was vigorously attacked in Parlia- 
ment, notably by General Smuts and J. H. Hofmeyr. The 
fight which the Opposition put up attracted much more 
attention outside than educational questions usually do. 
Certainly also the minister’s desire to increase his authority 
in relation to institutions of higher education, with the pros- 
pect of that authority’s being used in a manner unacceptable 
to a considerable section, had the effect of strengthening 
the feeling in favour of retaining through the Provincial 
Councils some measure of local control over other branches 
of education. As for the Bill itself, the fight put up by 
the Opposition was not without effect. Amendments 
were secured which bring under parliamentary control 
powers which would otherwise have been exercisable at 
the minister’s arbitrary whim. Partly for that reason, 
partly, also, because of the vigour of the criticism evoked 
during the discussion, it is improbable that, for some time 
at least, the enactment as finally passed will be used for 
purposes other than of a specifically financial character. 
But even so it trenches far too drastically on the sound 
principles of university autonomy, and the universities 
will doubtless look to the Opposition to carry out their 
pledges to repeal it, as soon as they are in a position to do so. 

• Thi Round Tasli, No. 8j, June 1931, pp. 677-8. 
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II. The Statute of Westmihstee and the Privy Council 

O N April 14 the Prime Minister introduced a motion 
into the House of Assembly approving the draft 
clauses and recitals adopted by the 1930 Imperial Con- 
ference for inclusion in the Statute of Westminster. The 
Assembly, -which had already discussed the contents of these 
clauses on a previous occasion, confined itself in the short 
debate that followed to one main issue. There was, 
indeed, some reference on the part of Nationalist speakers 
to the so-called “ right of secession,” but the Opposition 
did not allow itself to be drawn. The issue referred to 
was raised by General Smuts, who moved as an amendment 
that the words “ on the understanding that the proposed 
legislation will in no way derogate from the entrenched 
pro-visions of the South Africa Act ” be inserted in General 
Hertzog’s motion. 

Those not conversant -with South African politics will 
probably fail to understand the significance of this amend- 
ment. It obviously has no legal force, since it is not to be 
included in the Statute of Westminster itself. It is, in 
fact, the retort of the House of Assembly to an agitation 
for the power to get rid, by a bare majority, of clauses 35 
and 152 of the Act of Union entrenching the native 
franchise of the Cape Province. Those clauses, as well 
as clause 137, which safeguards the rights of our two official 
languages, can only be repealed or altered by a two-thirds 
majority of both Houses sitting together. 

Some time before the Prime Minister left for the last 
Imperial Conference, a prominent Nationalist wrote a 
series of articles designed to prove that the Parliament 
of the Union, having become a “ sovereign body ” as a 
result of the declaration of the 1926 Imperial Conference, 
could be bound by no instrument limiting its powers, and 
that it could, therefore, repeal the constitution given it 
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by the Britiih Parliament and substitute one nearer its 
heart’s desire, with the “entrenching” stip^tions 
onutted. The matter was taken up by the Cape Nation- 
alist Congress, which asked the Government to appoint 
a committee of experts to report upon the subject. General 
Hertzog categorically repudiated, at the time, this inge- 
nious method of depriving the Cape native of his vote. 
Now, in his reply to General Smuts’ amendment, he argued 
the point more fully. The gist of his argument was that our 
Parliament cannot destroy the instrument which created 
it and by virtue of which it performs its functions. He did 
not, therefore, appreciate the utility of General Smuts’s 
amendment, but in order to achieve unanimity he accepted 
it, whereupon the House of Assembly passed the amended 
motion without a dissentient voice, grateful, in the Prime 
Minister’s words, that we have now come “ to finality with 
regard to our constitutional freedom.” 

During the course of the debate one of General Hert- 
zog’e followers also raised the question of the Judicial Com- 
mittee of the Privy Council and its position in our judicial 
system. The Prime Minister replied as follows : — 

With regard to our relation to the Privy Council we can do 
exactly what we like. It is merely a question of what we want or 
do not want. ... I want, however, to say again that wc must be 
careful with regard to such matters. It is a matter which I would 
like to be considered first of all, and it can do no harm, when 
wc are doing anything final, first to consult the Bench in connection 
with it. 

During the second week of this month the Judicial 
Committee caused a considerable stir in legal and political 
circles in South Africa by announcing that it had given 
a native leave to appeal in a test case which involves the 
validity of the Native Administration Act of 1927 as far 
as the Cape Province is concerned. 

The origin of the case in question lies far back in the 
history of native landholding in the old Cape Colony 
Natives were first settled in “locations” on individual 
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tenure in the iS^o’s, and after that time the Cape Govem- 
OMnt sjrstematically encouraged the conversion of com- 
munal into individual tenure among natives. Since 1854 
individual ownership of real property of a specified value 
has been one of the qualifications of the Cape franchise. 

As the years passed, native title-deeds fell into conr 
fusion. To quote the words of the permanent head of 
the Native Affairs Department : — 

Since the natives were unable to afford the European system of 
conveyance and transfer with its fairly heavy dues, allotments have 
passed from one to another without legal sanction or record of 
the transactions. I do not suppose that to-day 10 per cent, of the 
people on the land correspond with the title-deeds. We decided to 
make a clean sweep and to appoint a commissioner ... to hold a 
court of enquiry. He will require every man sitting on a piece of 
land to show reasonable proof of ownership. If the court finds he is 
the owner it will give him a new title-deed in his own name . . . 
which he can transfer by going before a magistrate and paying only 
half-a-crown for a revenue stamp. 

The Commissioner’s instructions were framed in accord- 
ance with the provisions of the Native Administration Act. 
It seems that large numbers of natives were summoned 
to appear before the Commissioner with their title-deeds in 
order to prove their rights to their land and receive new 
titles. These natives live in that portion of old Kaffir- 
land (the so-called Cis-Kei) which for a long time has been 
administered as an integral part of the Cape Province and 
where individual landownership has made most headway 
among the natives. Sixteen thousand of them refused to 
hand in their title-deeds, among whom was the Reverend 
H. K. Ndobe. Ndobe was sentenced by the Commissioner 
to pay a fine of half-a-crown for contempt of court. He 
appeded to the Eastern Districts Division of the Supreme 
Court and thence to the Appellate Division. 

The case made on his behalf was that the Native Admin- 
istration Act (under which the Commissioner was acting) 
on five points interfered, or might interfere, with the safe- 
guarded rights of native registered voters in the Cape 
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Province, and that, as it was not passed bf a two-thirda 
majority, it was ultra vires the powers of the Union Pai&- 
ment. 

The Eastern Districts Court decided against Ndobe 
on the ground that the Native Administration Act did not 
directly affect native voters’ rights. But the Court of 
Appeal based its decision on different grounds. It held 
that the necessity of a two-thirds majority applied not 
merely to an Act directly affecting native voters’ rights, 
but to any Act which even indirectly affected native 
voters. It found that the Act, as it stood, might affect 
native voters’ rights, but assumed that Parliament could 
not have intended this and therefore read into the Act 
a protective reserving clause, and thereupon dismissed the 
appeal. 

Such arc the issues involved in the case of Rex versus 
Ndobe. Whatever the outcome of the appeal to the Privy 
Council may be — but especially if it succeeds — the question 
of “ our relation to the Privy Council ” is almost bound 
to become a practical political issue and to be seriously 
raised in Parliament when it meets next January. Already 
prominent Nationalists have declared that it is “ intoler- 
able ” that an external court should thus interfere in our 
affairs, and especially in our Native affairs. It may, how- 
ever, be found that the abolition of the right of the Privy 
Council to intervene is not such a simple matter as at first, 
sight it appears to be. 


III. The Union Census 

A t midnight on May 5-6, 1931, there was a numbering 
of the people throughout South Africa. In the terms 
of the South Africa Act of 1909, a European census has to 
be taken every five years to supply the data for the quin- 
quennial reaUocation of seats in the House of Assembly 
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tlie ioar prbvuices. A censtts of dll^ Eutiopeans and 
Jl|lQ-£uropeans, falls due every ten years. On<? such complete 
^^omeration was made in 1911 and another in 1921 ; the 
third fell due this year. 

It was very desirable that this complete census should 
be made, even though non-Europeans do not enter into 
the calculations of the Commissioners entrusted with the 
reallocation of seats. Many South Africans realise that 
their country is an unrivalled human laboratory of first- 
class interest to all who are anxious to know what happens 
when various nationalities, races and cultures essay to live 
side by side in a given territory. They felt that this census 
would give information of the highest importance to all 
whose task it is to order aright a crowded and rapidly 
shrinking orbis terrarum. 

Further, for some years past, the Nationalist-Labour 
Ministry has been attempting to carry a comprehensive 
body of laws, notably the repeal of the Cape colour-blind 
franchise, which shall safeguard “ White South Africa ” 
against the rising tide of colour. Fart of the justificatipn 
pleaded for a policy which savours much more of those of 
the two ex-republics and Natal than of the old liberal Cape 
Colony, is the belief that the decade 1911-21 saw an 
alarmingly rapid increase of non-Europeans, especially of 
the already greatly preponderant natives (Bantu), an 
increase which threatened to swamp the Europeans. Cal- 
culations built up on this very short base-line of ten years 
created something of a panic as men looked twenty or 
thirty and forty years on, a panic which underlies much of 
the actual and proposed Native legislation. These calcu- 
lations have been subjected to most damaging criticism 
by competent men who hold that the apparent increase is 
in the main due to the much more complete numbering 
of the Bantu in 1921 than ever before, and not to 
natural increase. These men looked for the confirmation 
or the disproof of their reassuring arguments to the ' 
census of 1931. 
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The cennit authorities set to woik in a fashion whidi 
bade fair to meet these demands. 

The first object of the Census (they told us) is to obtain reUable 
figures of the population of the country, showing how the population 
is made up, that is to say, the racial classification . . . including 
persons of mixed race ; and further, how the popnlatibn is distributed 
throughout the provinces, towns, villages, etc. . . . The habits, 
customs and condition of the people are always gradually changing, 
and the direction and extent of these changes can only measured 
by the comparison of the results of successive censuses. 


Unfortunately, on the heels of this unimpeachable 
statement came an eleventh-hour decree of the Govern- 
ment. “ The Census of 1931 is now to apply to Europeans 
only. All references in this pamphlet to the enumeration 
of non-Europeans are therefore cancelled.” And to avoid 
the risk of confusion, many thousands of non-European 
census forms which had already been printed had to be 
destroyed. Avowedly, the cancellation was due to the 
need of economy. Times are admittedly bad, though not 
so bad in gold-producing South Africa as in many other 
parts of the world. But surely they are not so bad as to 
warrant the withdrawal of a comparatively small expenditure 
which would have given the world, and above all the 
Union, information which they sorely need. However, 
there it is. The Union held merely a semi-census, a 
numbering of the People instead of a counting of the 
population. 


As regards the dominant 25 per cent, of that population, 
we shall, allowing a margin for unsuspected Europeans 
who were not pven census forms, learn how many are 
South African born and how many not, how many are 
married or otherwise, how many are bUingual, how many 
are clerks or bricklayers, how many arc Christians, Jews 
agnostics or unclassified,- we shall even know how many 
dwell under slate roofs and how many under the humbler 
corrugated iron. But of the darker- skinned 75 per cent 
we shall learn nothing. The cry goes up that thil great 
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majoiity is invaiiiag every walk of life except m^bership of 
Parliament and certain skilled occupations from which the^r 
are debarred by law ; yet the major factors of that problem 
are all to remain x. Presumably, till the next real census 
falls due in 1941, we shall have to do the best we can with 
figures which are already ten years old. In this vital 
matter, the Union Government stands alongside poor 
Jim Jay “ who got stuck fast in yesterday.” But they will 
have to legislate for to-day — ^and to-morrow. 

Some of the preliminary results of the census are none 
the less interesting, always bearing in mind that they refer 
to Europeans only. That section of the population has 
increased during the past five years (1926-31) from 
1,677,322 to 1,825,527, an increase of 8’84 per cent, as 
compared with 10-34 per cent, between 1921-26. Our 
males still out-number females considerably: 929,516 
against 896,010, though the women are slowly gaining in 
numbers on the men. Three tides can be traced : one 
from the Cape and Free State to the more highly indus- 
trialised Transvaal and Natal ; another from the rural 
areas to the towns ; the last, hardly perceptible, into the 
Union from outside. A short table will best illustrate 
the first tendency : — 


Expected natural Enumerated 

increases increases 

(in percentages). 


Cape 

7-88 

567 

Natal 

610 

11-65 

Transvaal . . 

8-93 

1+-34 

Orange Free State 

878 

i-i6 

Union 

8-20 

8-84 


As for the flow from the countryside to the towns, it 
is going on fast. Nine large urban areas accounted for 
74' 1 per cent, of the total increase ; the rest of the Union 
for the remaining 25*9 ; and it should be borne in mind that 
in the rural areas families still rule large. For sheer size, 
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Jc^nnesburg takes pride of place (201,784 as against 
170,741 in 1926) with Cape Town next (14^,249 as 
against 130,568) and Dnrban third (86,296 as against 
70,883). But it is worth noting that one of the Cape coast 
towns, Port Elizabeth, shows the greatest proportionate 
increase. In most districts the small towns have also 
gained at the expense of the farms. 

Thirdly, immigration by land and sea, including our 
happily increasing number of visitors as well as the con- 
siderable number of those who pass through the Union to 
and from States further north, shows a slight balance over 
emigration : 202,721 arrivals as against 190,226 departures, 
a modest gain of 12,495 in five years. 

The census with all its shortcomings does give us the 
basis for a reallocation of seats in the Lower House. At 
the time of union in 1910, these totalled 121. Of these 
the Cape held 51, since it had been deprived of at least 
six scats for the benefit of the two smaller provinces, which 
were given specially high representation ; the Transvaal 
held 36, Natal 1 7, and the Orange Free State 17. To-day 
the figures are 58, 55, 17 and 18 respectively in a House of 
148. All that can be said at the moment is that the coming 
delimitation will probably give the Union an Assembly of 
150, which is the maximum that the South Africa Act 
contemplated “ unless and until Parliament otherwise 
determines,” and which also sees the end of the special 
treatment of Natal and the Free State. In the new House, 
theJCape should have 61, the Transvaal 57, and the two 
smaller provinces 16 each. 

South Africa. 

July 1931. 
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NEW ZEALAND 


1. Economic and Financial Legislation 


O N March 17 the Prime Minister moved the second 
reading of the Finance Bill, which {inter alia) made a 10 
per cent, cut in civil service salaries and gave power to the 
Arbitration Court to revise wages payable under awards, 
A wrecking amendment moved on behalf of the Labour 
party having been defeated by 46 to 21 and the Bill read a 
second time, the Labour party organised its forces for a 
stubborn stand on the committee stage. In opening the 
debate the Prime Minister had declared that “ every 
attempt should be made to see that the cost of living is 
brought down so that in the end the real wages vwU not 
be different.” So Mr. Fraser, member for Wellington 
(Central), opened the attack in the committee with a cleverly 
devised instruction to the committee of the whole House 
“ That it hath power to make provision in the Bill for 
ensuring that the cost of living, including food, clothing, 
and rent, be lowered simultaneously with, and in propor- 
tion to, the amount of redaction in the salaries of the 
Public Service employees as specified in Part I of the Bill ; 
and simultaneously with, and in proportion to, the amount 
of reduction in wages as ordered from time to lime by the 
Arbitration Court imder Part II of the Bill.” The Speaker 
ruled that the instruction was in order, but it was defeated. 
The Labour party stubbornly continued their stone- 
wall tactics. Hitherto, there had been no provision for any 

921 



New Zealand 

form of clorore in the Standing’Orders of the House of 
Representatives, which had relied upon a time limit and the 
sweet reasonableness of members to keep down the length 
of speeches, and so from March 23 to 27 the Opposition 
were able7to] waste the time and money of the country 
in obstruction that obviously could achieve nothing. 
A new standing order, to operate during the currency of 
the|twenty-third parliament, has, however, now been passed, 
which, subject to certain conditions, enables a question to 
be put and a motion to be carried without further debate. 

After numerous amendments had been made and the 
closure applied on three separate occasions, the Finance Bill 
was read a third time with two alterations suggested by the 
Leader of the Reform party. The first enabled railway 
servants to arrange with the general manager for the 
manner in which their wages were to be reduced and for 
their exclusion from the operation of the Act, provided 
that the reduction was not less than that prescribed in the 
Act, while the second enabled the Governor-General to 
make regulations for the relief of cases of hardship, and 
thus to give effect to the Prime Minister’s promise to set 
up a hardship tribunal to deal with the cuts in the civil 
service. The Bill came into force on April i. 

Two emergency Acts had smooth and rapid passages. 
The first, the Mortgagors’ Relief Act, applies to mortgages 
and other secured loans and to agreements for the sale of 
land. It entitles the mortgagor or purchaser to receive 
notice before powers of sale or other rights are exercised 
against him by the vendor or mortgagee (even if it is the 
Crown), and empowers the courts in certain cases to grant 
him a respite. 

The second, the Immigration Restriction Act, which was 
called for by the Unemployment Board owing to the influx of 
unemployed from Australia and elsewhere, was generally con- 
sidered to be a necessary measure, but it was subjected to a 
certain amouht of criticism on account of the unrestricted 
power which it gives to the Government, for any economic 
922 



Economic gnd!^btancisi{ Legislation 
or fiiuuidal reason^ to itaue Ordera-io-CottncU jicohibitiiig 
persons of anjr specified nationality or race, or of any 
specified class of occupation, from kdding in New 
Zealand. No such, person may land without a permit 
granted by the Minister of Customs. The Act is to 
continue in force until December 31, 1933. 

On April 8 the Prime Minister moved the second read- 
ing of the Bill to provide relief in connection with the 
Hawkes Bay disaster. Shortly after the earthquake he 
had announced that the State Fire Insurance Office 
would make ex gratia payments to people insured by it 
against the risk of ordinary fires only, if their property 
had been destroyed or damaged by fires arising out of 
the earthquake. The total amount of such payments was 
stated to be about ^50,000. The other insurance com- 
panies, whose policies also exclude the risk of fire damage 
as a result of earthquakes, have not, however, followed the 
lead of the State Fire Office. 

The original idea of the Government and of the business 
community in the earthquake area was to raise a special 
loan on the London market, but, on making enquiries, the 
Prime Minister considered that the sensitive condition 
of that market made it unwise to seek a loan there. In the 
Bill, therefore, he proposed as a first instalment to make 
available a sum of j^i, 500,000 to be borrowed from the 
Reserve Fund, a nest egg of liquid securities kept in 
London for realisation in case of emergency. Of this 
sum ,{^1,250,000 will be used to assist, either by grant or 
loan, persons who have suffered loss by reason of the 
earthquake, and ,^250,000 will be available for loans to local 
bodies. The Bill proposed that the loan from the Reserve 
Fund should be recovered by means of a special insurance 
tax of IS. 6d. per cent, on the value of insured property to 
be paid by insurance companies, which would then add the 
amount to the insurance premiums payable by their clients, 
and by means of an insurable property tax of is. 6d. per 
cent, on the value of uninsured buildings and their contents 
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W 1 m» the loan from the Reierve Fund was repaid, sajr 
in five or seven fears, the proceeds of the tax were to be 
devoted to boilding up a fund to meet similar emergenacs 
in the future. 

The Bill also set up (a) an adjustment court consisting 
of the Chief Justice and two nominated members to deal 
with rights and obligations affected by the destruction of 
documents, etc., and with applications for relief from 
obligations and encumbrances which as the result of the 
earthquake have caused hardship — a court clothed with 
“extraordinary powers,” to use the Prime Minister’s own 
words, of interference with the law of contract, and with 
the right to accept any evidence it thinks fit, to hear pro- 
ceedings in camera, and to make such orders as it deems 
just and equitable, and ( 1 ) a rehabilitation committee 
of five persons appointed by the Minister of Finance to 
consider applications for assistance. 

An amendment moved by Mr. Barnard, member for 
Napier, was a fair indication of the views of the Hawkes 
Bay people. It suggested the following steps : a loan of 
four millions, further negotiations with the Fire Under- 
writers Association to obtain the co-operation of the fire 
insurance companies in ascertaining losses and making 
financial assistance available, the immediate completion by 
the Public Works Department of the demolition of ruins 
and the removal of debris in Napier — the cost to be found- 
out of the fund — and the acceptance of the general rule 
that houses and household goods destroyed or damaged 
should be restored as a free grant to the full extent of 
the loss sustained. Mr. Barnard said that estimates of the 
number of applications for relief ranged from 8,000 to 
40,000. Other members from Hawkes Bay constituencies 
insisted that from 4^ to 5 millions would be required. The 
criticism of the Bill in the House was sympathetic, non- 
partisan and constructive. Eventually it was referred to a 
Select Conunittee, which suggested an amended basis 
for the insurance tax and commended to the Government a 
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floies of resolutiont framed mainlf with the object of ghrii^ 
reUef in cases outside the provisions of the Bill. But the 
hottiMty to the insurance taxes was so strong that Mr. 
Forbes decided to hold that part of the Bill over until next 
sesm<m. With this obsucle out of the way the Bill rapidly 
passed into law. 

In the course of the final debate Mr. E. A. Ransom, the 
Minister of Lands, gave the House the following informa- 
tion ; — 


Total insurance cover on buildings and contents in 
earthquake area 


Approximate estimate of losses caused by the earthquake: 

(^vernment losses 580,000 

Local body losses (including Napier Hospital) . . 500,000 

Private and business losses . . . . . . . . 2,300,000 


Total losses £$,2So,ooo 

Total financial assistance available or in sight, including 
^225,000 earthquake insurance payable by insurance 
companies £2,226,000 


The Adjustment Court and the Rehabilitation Committee 
have been formed on non-party lines and have started on 
their work. 

In introducing the second Finance Bill on April 16, 
the Prime Minister stated that the estimated deficit 
for the current year was ^^5,500,000, and that the following 
economies were provided for : 

Reductions in salaries and wages . . . . . . j^i, 390,000 

Other economies 700,000 

Use of reparation moneys . . . . . i 330,000 

Additional postal revenue . . . . 900,000 

£$,320,000 

leaving a gap of 180,000, to meet which proposals 
would be made in June. 

The No. 2 Bill provided for a number of economies, 
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including the payment to the Consolidated Fund of the 
amounts saved by the “ cut ” effected by the Finance 
Act, No. I, in the salaries of employees in the trustee 
and insurance departments. Considerable opposition was 
raised both inside and outside Parliament to the transfer 
from the government Life Insurance Department, on 
the ground that it had been widely advertised that all the 
profits of that department belonged to the policy holders. 
Other economies consisted of the reduction of the family 
allowances from to I2s., and of the maternity allowance 
paid under the National Provident Fund, popularly called 
the “ Baby Bonus,” from j [^6 to ^^4, the abolition of certain 
educational bodies, the combining of secondary and tech- 
nical schools for purposes of control, and the abolition of 
certain scholarships. Power was also given to the Governor- 
General to regulate the import and export of coined silver. 
Certain clauses of the Bill met with opposition from the 
Labour party, but it was eventually passed practically 
unaltered. 

Tlic legislation promised for the “ depoliticalisation ” 
of the railways took the form of the Government Rail- 
ways Amendment Act 1931, which met with a good deal of 
hostility. Mr. Coates, the Leader of the Opposition, 
agreed that the railways should he freed from political 
control, but he argued that the Bill fell short of its objective. 
Mr. Holland, the leader of the Labour party, urged that 
co-ordination of transport was required rather than de- 
pohticalisation. Other members suggested that the Bill 
should have come up at the same time as the Transport 
Bi I. In its original form it set up a government railway 
board of three, but made no provision for the investigation 
y the board of the position of new railways now in process 
of construction, notably the South Island Main Trunk 
Jmc, about whicli there has been much controversy. The 
mcJusion of this power, suggested by the Opposition, was 
agreed to. The membership of the board was eventually 
increased to five; the Chairman to receive ^1,000, and 
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each of the other members ^^$00 a jear and travelling 
allowances. 

The general functions of the board, which has already 
been constituted and has began to function, are to manage 
the railways on the most economical lines as a public 
service in the interests of the people of New Zealand and 
as an essential factor in the development of trade and in- 
dustry, with a view to obtaining the maximum of efficiency 
and maintaining a proper standard of comfort and con- 
venience. The functions (with certain exceptions) of the 
minister, the general manager and the permanent head of 
the Railway Department are transferred to the board, 
which is to appoint and control the staff — the general 
manager, however, being appointed by the Government 
on the recommendation of the board. The board may 
not purchase land for more than ^1,000 without the 
approval of the Government, nor without the approval 
of the minister purchase stores where the total amount 
under any contract exceeds ^10,000. 

New lines are not to be constructed until a report 
has been laid before both Houses of Parliament and a resolu- 
tion approving the work has been passed by them, similar 
provision being made for the curtailment of work upon any 
railway under construction. 

The board may close unprofitable lines, and, with the 
approval of the Government, dispose of land and other 
property in respect of such lines. The minister may 
order inspections and direct inquiries into accidents. 

II. The Position of Parties 

T he session ended on April 27, having lasted nearly 
seven weeks in lieu of the three that Mr. Forbes 
anticipated. The Prime Minister bore the burden of 
the work practically single-handed, for he piloted through 
all the Bills himself, showing himself as strong in 
determination as in physique, and his almost phlegmatic 
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imperturbability proved a valuable asset throughout the 
strain of the Labour obstruction. 

Daring the session, petitions were presented to the Prime 
Minister and the Leader of the Opposition from commer- 
cial circles, in identical terms, urging the necessity for the 
establishment of a national government comprising the 
United and Reform parties. The day after the session 
closed, the Prime Minister, in a dignified statement to the 
press, called attention to “ the necessity of having a strong 
government to control affairs while the Dominion is passing 
through the present serious economic crisis,” the issues 
being “ too serious to allow of personal or party con- 
siderations standing in the way of securing the strongest 
possible government to control the affairs of the Dominion,” 
and he expressed his feeling that the time had arrived for the 
formation of a national party, which would go a long way 
toward the restoration of confidence both in the Dominion 
and in the Old Land. On behalf of the members of his 
party, who were unanimously behind him, he therefore 
invited Mr. Coates and his party, and all others who had 
the best interests of the Dominion at heart, to co-operate 
in the formation of such a party. 

To effect this (he said) my colleagues have intimated to me their 
willingness to place their resignations in my hands, so that the leader 
of the new party, when selected, will not be hampered in any way 
in his choice of a cabinet. And to provide that the question'of 
leadership shall not be an obstacle in the way, I am prepared to 
abide by any decision of the new party in regard to this matter. 

The Reform leader made his reply on May 6. He 
declined to join in what he stigmatised as an attempt 
to remove from the electors the right to determine whether 
the United party was entitled to change its declared policy. 
The Reform party’s policy had not changed, and the 
United party s alliance with the Labour party, based on a 
common animosity against the Reform party, had come to 
an end, not because the United party was converted to the 
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Reform policjr, but because Labour was dissatisfied with the 
latest policy of the United party — a policy, by the way, 
which is in the main identical with the one suggested 
by Mr. Coates himself and recognised by the bulk of the 
community as necessary to weather the storm. Reform 
declined to become part of a party influenced by fear of the 
accession of Labour to power, for fusion in a national 
party would, in his opinion, set up class government. 
The Reform party claimed to represent the whole people, 
was proud of its record of service, and declined to be torn 
up by the roots at a moment’s notice. He considered 
that the proposed new party would contain none of the 
elements of stability or harmony and all the seeds of 
inefficiency. Comparative absence of criticism in matters of 
administration did not mean that the Reform party 
possessed any substantial degree of confidence in the ad- 
ministrative ability of United ministers. Mr. Coates closed 
his statement with the suggestion that the present Govern- 
ment should carry on “ with the Reform party supporting 
such measures of economy and finance as the present crisis 
demands,” and that he was prepared to furnish a small 
committee of Reform members to confer with ministers 
before legislation was introduced. 

The contrast between the statements of the two leaders 
seemed at the moment to have raised the mana of Mr. 
Forbes and. depressed the stock of Mr, Coates. Negotia- 
tions were closed by Mr, Forbes on May 13 with an “ appeal 
to every one in the community for co-operation and support 
in facing this grave national crisis,” In view of Mr, Coates’ 
rejection of his offer, he said, “ it remains for me and the 
Government c'ver which I preside to do our best under 
the circumstances. Measures covering the postponed portion 
of the financial policy will be submitted to Parliament 
early next session, and the Government will stand or fall 
by their acceptance or rejection.” 

The result of the Hauraki by-election, held on May 26, 
following the death of Mr. A. W. Hall (Reform), caused 
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jabilatioa in the ranks of the Reform party. It seemed to 
have justified Mr. Coates’ refusal to fuse, and he had an 
enthusiastic reception on his subsequent visit to the South 
Island. The leaders of all three parties took part in the 
campaign. The result, as compared with 1928, was as 
follows : 


Reform . . Mr. W. W. Massey 

Labour . . Mr. C. R. Petrie 

United . . Mr. E, Allan 
Country . . Mr. A. A. Ross 


1931- 


1928. 

4,023 

Mr. HaU 

3,826 

2,S99 

Mr. Petrie 

2,411 

997 

Mr. Allan 

2,935 

5«3 


— 


The drop in the United vote is probably accounted for 
by the transference of some United votes to Reform and 
Labour. Mr. Massey is 49, a farmer, son of the late 
Prime Minister, and has been identified all his life with the 
district. His personal popularity, his disagreement with the 
10 per cent, cut in wages, his advocacy of a cut on a 
sliding scale, and his promise to give the civil service 
equal treatment with other sections of the community 
doubtless account for the substantial number of United 
votes that he received, which otherwise would have gone to 
Labour. 


III. Unemployment 

T he schemes of the Unemployment Board in opera- 
tion during the past quarter have been Nos. 4 and 5. 
The former was to assist farmers to employ men in ordinary 
development work ; the latter, which has been operating 
since February 9, provides for free labour on a rationed 
basis, the work to be found by local bodies, and the Unem- 
ployment Board to be responsible for wages. The scheme 
provides work at relief rates (9/- a week for single and 
12/6 for married men), two days a week for a single 
man, three for a married man with a wife and/or two 
children under i6, four for a married man with a wife 
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and/or three or more diildi«n. On the coming into opera- 
turn theae schemes the number of unemployed bounded 
up ; this was accounted for by heavier registration, by the 
dismissal of employees in consequence of the relief pro- 
vided by the State, by the registration of farmers and their 
sons 'whose income had vanished, and of many persons 
with means of their own. All this meant stricter supervision 
and increased work in eliminating the ineligibles. 

From the end of February the bulk of the unemployed 
have been working the number of days contemplated by 
the scheme, which varies with their status. On June i 
42,523 were registered as unemployed, of whom 35,077 
were placed, leaving 7,446 without work. The drain on 
the funds of the board was so great that at the end of 
March the amount paid weekly in wages was almost double 
the receipts from the levy plus the 50 per cent, subsidy 
received from the Consolidated Fund. In consequence, the 
scheme had to be suspended altogether from April n to 
April 27 inclusive. And as a result of the drain on the 
funds, the rules relating to the granting of relief were 
tightened up, and several classes previously eligible were 
made ineligible. During the suspension, doubtful cases 
were investigated to make sure that work was provided 
only for genuinely unemployed wage-earners. Relief was 
also granted for three weeks only out of four, and a rule 
made that no work should be provided for any man who had 
not paid his 30s. annual levy. The following grants 
testify to the efforts of the board to encourage development 
work : — 

£5,000 to the Native Trustee, to be followed by a loan of 
£15,000 for development work on sheep stations administered by 
him, whereby 500 men will be employed for four months. 

£2,000 to the Mines Department to give employment to 100 
married men on prospecting. 

Subsidies of £15,588 for a loan raised by the Auckland City 
Council for work on the new water front road ; of £3,000 for a 
land drainage scheme on the Hauraki plains, estimated to cost 
£i 2,000 ; and a loan of £650 to Kauri Cum Control Board. 
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Schemef arc now in preparation for the absorption of 
the imemplo7ed in clearing and devek>i«ng crown lands, 
rehabilitating abandoned farms, in drainage work, in re- 
clamation for the purpose of afforestation, and clearing away 
noxious weeds ; attempts are also being made to encourage 
the pig industry, to increase production by farmers, to 
develop existing and to establish new secondary industries 
and to give preference to articles of New Zealand manu- 
facture wherever possible. 

The difficulty of carrying out schemes on a large scale is 
the lack of funds, as the following figures show : — 


The receipts from the unemployment levy to April 30 



£306,069 

The commitments (covering various periods not yet 
completed) to May 16, 1931, were as follows : — 

Scheme No. i 

£ 3 i>S 76 

,, f, 2 

34,953 

„ „ 3 

8,789 

„ „ 4 A and B 

56,725 


371,30* 

..5 (revised) 

150,000 

Miscellaneous subsidies, grants and loans 

60,583 


Total Commitments . . /|7i4,928 

There has also been a great deal of unemployment among 
women, and the women’s societies have been opening 
bureaux, keeping registers and appealing to housewives to 
help by giving a home and wages, even if they are only 
nominal, to those out of work. 

On April i6 Mr. H. E. Holland, leader of the Labour 
party, moved the adjournment of the House, and a dis- 
cussion took place on the question of suspending No. 5 
scheme, on reducing the wage rate, and on the “ no levy 
no relief ” decision. He saw no reason why the Govern- 
ment and the board in co-operation should not put the 
men to work on undertakings of economic value. After a 
vigorous defence by the Minister of Labour, in which he 
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appealed for more asnstance and less critici8iB« tfae motion 
was tiAed oat. 

Qtt Jane 1 1 the Prime h^nister annonnced that as the 
board had be^ spending orer ^^2,000,000 a year on un- 
employment relief, whereas the amount araUable is less 
than £libO0iOdo a year^ the No. 5 relief scheme would be 
suspended as ffom June 20. He appealed to local bodies 
and unemployment organisations to use every endeavour 
to minimise distress until Parliament was able to deal 
with the ^sition. In response, however, to appeals from 
all section^ and all parties, he agreed to allow the scheme to 
continue and to adc Parliament to ratify his action. 

IV. Wage Reductions 

T he Court of Arbitration consists of a judge, of a 
representative of the employers and a representative 
of the workers. On May 12 it commenced its sitting 
with the hearing of an application from the New Zealand 
Employers Federation for a general order varying all awards 
under section 16 of the Finance Act, 1931, according to 
which the court has to take into consideration the economic 
and financial conditions affecting trade and industry in 
New Zealand, and all other conditions that it deems 
necessary. The Act also empowers it to vary rates of pay 
as it thinks just and equitable. On the one side the leading 
emploj^ers associations were represented, on the other 
the New Zealand Trades and Labour Councils Federation 
and numerous unions. 

The case for both sides waS put with ability and restraint. 
Mr. T. O. Bishop, the representative of the employers, 
thahked the advocates on the workers’ side for their courtesy 
and moderation, while Mr. Justice Frazer, at the conclusion 
of the hearing, expressed his appreciation of the thoughtful 
and abk manner in which the arguments had been presented 
and the feeKng of good fellowship and the desire to under- 
stand the other man’s point of view that had been exhibited, 
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The argumentiy briefly, were as follows. Hie em- 
pk^ers contended that there was a precedent fox existing 
in that wages had previously been adjusted 
both upwards and downwards during the currency of 
awards, that awards did not constitute contracts, that 
there had been an all-round fall in values of produce, and 
as the price which the farmer gets is generally governed by 
the export price, and as he has to meet the world’s most 
eflicient economical producers in open competition, 
his costs have to be kept at the lowest possible point. 
Otherwise he would be unable to carry on. Hence the 
necessity for adjusting the cost of labour both in pro- 
duction and distribution. The employers asked for a 
reduction of 20 per cent, in the money rate of wages, and 
predicted that if it were made all internal costs would 
be reduced, output improved, and confidence renewed 
throughout the whole industrial field. 

This demand was met by Mr. J, Roberts, for the unions 
represented at the recent national conference, with a 
counter-demand for an increase of 15 to zo per cent, 
in wages which, he said, was necessary on the supposition 
that the number of hours worked on an average during 
the past year by workers receiving an hourly wage had been 
taken as the basis on which the present wage was fixed, 
provided that the workers were to retain their accustomed 
standard of life. A large number of witnesses, including 
some Labour Members of Parliament, were called on 
behalf of different unions. The workers’ case was that 
rationalisation of industry and the introduction of the 
machine had turned the mechanic into a casual labourer 
in his particular line, and made the unskilled worker’s 
job even more casual. If wages were fixed only according 
to the time that the worker was actually engaged, he should 
receive a sustenance wage when not in employment. A 
large amount of rationing was going on in the different 
trades. Award wrages were only a minor factor in farm 
costs. The farmer’s economic difficulties were due to the 
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price ol land, the high rate of inteteA, and the 
deterioration in the quality of cheese. Actihg on the 1922 
ju^aient of the court, the workmen had incurred 
responaibflities on the basis of their then incomes in 
borrowing to build their houses, in respect of which 
th^ had to pay interest and other irreducible charges. 
Reduced wages meant reduced purchasing power, which 
meant reduced output. A reduction in wages would not 
be passed on to the consumer. A reduction in the standard 
of living of the wage-earner meant an impairment of his 
efficiency. For several years there had been a progressive 
increase in the volume of production per head of the popula- 
tion, and with better methods this increase could be 
extended. Such an advance in output justified raising 
the standard of living of the wage-earner. The 1914 
standard of living was a fair one in 1931, and any reduction 
of wages would plunge the workers far below the 1914 
standard, because of the periods of unemployment. 

The decision of the Arbitration Court was published on 
June 1. With certain exceptions, it made the following 
order ; 

Reduction of to per cent, in all money rates of wages, including 
overtime and other special payments. The order applies to all 
awards of the Court, industrial agreements, and agreements registered 
under the Labour Disputes Investigation Act, 1913. The order 
comes into force on June 8, except in the case of workers whose 
wages are calculated on a monthly basis. In their case, the order 
operates as from June i. The Finance Act makes provision for any 
union to apply to the Court on special grounds for exemption of all 
or certain classes of its workers from the provisions of the order. 

The Judge, in a memorandum, pointed out that the 
Finance Act of 1931, unlike the Act of 1921-22, omitted all 
direct reference to the cost of living and a living wage, and 
made the economic and financial conditions afiFecting trade 
and industry the paramount consideration. He considered 
it clear that an award or industrial agreement was not a 
contract, but merely a document setting out the minimum 
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tenns and conditions upon which a contract of service 
be entered into. The national income had been 
snbstantiall^ reduced and with that reduction there must 
come a general readjustment of the distribution of that 
income. Wages are, in the ultimate analysis, paid out of 
the proceeds of production, and the proceeds of production 
are barely two-thirds of what they were a year or two ago. 
The capital losses on representative industrial and com- 
mercial stocks during the past i8 months had been from 
20 to 50 per cent. While a reduction in the rate of wages 
would not materially benefit the farmer as a direct employer 
of labour, he would derive considerable indirect benefit 
from such a reduction. Neither Parliament nor the Court 


could control rates of interest, which depend on the 
relative supply of and demand for loanable capital. It 
had been contended that a reduction in rates of remunera- 
tion would detrimentally affect internal trade by lowering 
the purchasing power of the community. But the reduc- 
tions in award rates of wages in New ^aland necessitated 
by the depression of 1921-22 were followed within two 


years by an increase of 7,345 in the number of workers 
employed in manufacturing industries and an increase of 
,(^896, 065 in the amount of wages paid. The position of the 
bond-holder could not be assailed without repudiating the 
bond, and repudiation would deal a more serious blow to 
our national credit than any temporary gain would com- 
pensate. If the March, 1931, cost-of-living index were 
taken, a reduction of 10 per cent, from the average rate of 
wages would leave the same purchasing power as in July, 
1914. During the past two years there had been a drastic 
contraction m capital values and profits. It was probable 
that an adjustment of prices and wages to meet world 
condiuons would give an impetus to industry, in which 
mZl “ R i^esitation to make any forward 

move. Real wages, as distinguished from nominal or 
money wages, would tend to increase. It is economicaUy 
impossible to maintain money wages at their present level. 



Defence 

WMle the economic and financial conditions affecting 
trade and industry, taken alone, would justify- a reduction 
of 15 or zo per cent, in award rates, an allowance should be 
made for the admitted, though unascertained, drop that 
had already taken place. A reduction of 20 per cent, would 
involve a considerable reduction in the standard of living 
below what was indicated by the cost-of-living statistics. 
The position should also be considered of those workers 
who were paying off the purchase money for their homes. 
Though the houses were not all bought when prices were 
at their peak, housing costs are fixed charges and represent 
the largest single item in household expenditure. A 
reduction of 20 or even 15 per cent, would discourage 
thrift. Hence one of 10 per cent, would, in his opinion, 
give relief to producers and consumers by lowering the 
costs of production and distribution and yet would not 
inflict undue hardship on the workers. Manufacturers and 
traders should pass on the benefit of reduced costs to their 
customers. 


V. Defence 

O N May 19 Mr. Cobbe, the Minister of Defence, 
announced the reorganisation of our defence forces 
on a basis of voluntary enlistment. The following are the 
essential features of the scheme ; 

(a) The rapid mobilisation of a force of 9,982 men for home defence 
or for service overseas. 

(i) The maintenance of the divisional organisation which has 
existed ever since the great war. 

(c) The retention of the present Territorial \inits with their 
identity and traditions. 

(d) The maintenance of a small but highly trained permanent 
force for the instruction of the Territorial Force and Cadets and for 
peace administration. 

Each of New Zealand's three commands will, as heretofore, be 
required to provide : one brigade of mounted rifles ; one brigade 
of infantry; one field artillery brigade and other artillery units; 
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engineer field company; a signal depot; an army service 
corps company ; and a field ambulance. ^ u* »!veB 

^very Jeouragement in instruction W 

to tewndary school cadet corps, estimated to number W 

EnUstmem in the Territorial Force wiU be accepted from men 
between the ages of i 8 and 25 for a ^Hod of tkee years, and 
provision made for extending service up to the age of 30. 

For the present, training throughout the year will be hmited 
rix evening parades, two half-day parades, six days’ continuous train- 
ing in camp, additional training to be arranged whenever possible. 
Curses of instruction will be held from time to time at the training 
depot, Trentham Camp, and in commands. 

?ty and allowances will be the same as those at present laid dovm 
by regulations for the Territorial Force. 


Criticising the scheme, the Dominion (Reform) of Welling- 
ton pointed out on May 20 that a volunteer force was not 
in the past and will not in the future be regarded as a 
•erious preparation for national defence, that the voluntary 
system, man for man, will cost more than the present 
compulsory scheme — a prediction which Australian experi- 
ence has already verified — and will mean a greatly reduced 
strength, and that by abandoning its principle of universal 
service “ the State is relaxing its control of thousands of 
youths who are in need of disciplinary influence at an 
impressionable age, thus weakening their sense of civic 
responsibility,” 


VI. The Tariff War With Canada 

I N an earlier number,* an incident in the negotiations 
between Australia and New Zealand was described as 
showing “ that where trade is concerned Imperial sentiment 
weighs very little in the scales as against business interests,” 
The same remark might be made to-day of trade relations 
between New Zealand and Canada. Despite all the talk 
at Imperial Conferences about imperial preferences Canada 

• Thi Round Table, No. 54, Mwrch 1924, p. 426. 
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and New Zealand are indulging in **a policy of mutual 
bofcott.” 

The high rate of duty imposed upon I^ew Zealand 
butter has brought the- export of that article to Canada 
almost completely to an end. On August 21, 1930, our 
Government retaliated by placing Canadian motor vehicles 
on the general tariff, thus increasing the duty from 26 per 
cent, to 50 per cent. Mr. Forbes hoped that his visit to 
Canada might result in more harmonious relations, but at 
last the New Zealand Government has been forced to the 
conclusion that there is no immediate prospect of detailed 
negotiations or of any effective mitigation of the unsatis- 
factory treatment of New Zealand butter. Hence the tariff 
was amended as from June 2. The British preferential 
treatment accorded to many classes of Canadian goods was 
withdrawn and they have been placed on the general tariff 
list. The rates on Canadian rubber tyres, motor vehicles 
and engines for motor vehicles fixed in August, 1930, have 
not been altered and all Canadian goods exported from 
Canada before June 2, 1931, will be admitted at the rates 
of duty in force immediately prior to that date. 

On June 2 the Prime Minister published the text of a 
telegram addressed by him on May 26 to the Prime Minister 
of Canada, in which, after describing the position and 
the failure of the negotiations, he stated that the New 
Zealand Government, on the ground that mutual sacrifices 
were necessary to develop inter-imperial trade, had refused 
to yield to strong pressure to increase the duties on 
Canadian goods which could be produced in New Zealand 
or to impose dumping duties on specific Canadian imports. 

But now (he continued) when economic conditions in New Zealand 
are particularly difficult, the Government is faced with the position 
that substantial remissions of duty are granted here to Canadian 
goods without corresponding advantages to New Zealand. It is 
obliged to consider increased taxation to balance the budget and 
therefore it intends on June i to increase duties on many lines of 
Canadian goods . . . The Government, however, would still 
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welcome early negotiations to end the present unsadsfactory 
position, and as already advised would be happy to receive a Canadian 
minister here for that purpose at the earliest possible date. 

The following figures give some idea of the trade between 
New Zealand and Canada before the tariff war. The 
importations of New 2 ^aland butter into Canada in the 
year 1929-30 amounted to over $13,500,000. TTie total 
value of the exports from New Zealand to Canada in 1929 
jC 3 > 353 > 975 ' The value of goods imported into New 
2 ^aland from Canada in 1929 was ^4,774,493 or 9'8l per 
cent, of the Dominion’s total imports. Imports from 
Canada into New Zealand ranted third after those 
from Great Britain and the United States. The result of 
the new tariff is that Canada’s trade with New Zealand in 
motor vehicles and parts and New Zealand’s exports of 
butter to Canada have both fallen away to practically 
nothing. 

New Zealand. 

June 27, 1931, 
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GREAT BRITAIN AND 
THE FINANCIAL EARTHQUAKE 


T he need for the National Government and the 
justification of its recent appeal to the electorate both 
lie in the magnitude of the tasks which now face any Govern- 
ment in this country. The nation has shown by its votes 
its recognition of an overriding emergency. The value of 
that demonstration is not easily exaggerated, whether at 
home for its assurance of stability and of a reawakened 
self-respect, or abroad as a challenge to the prophets of 
British decadence and a stimulus to governments and 
peoples caught in the grip of problems not less oppressive 
than our own. The popular verdict is in no way less 
striking because it is a vote not for a policy so much as for 
an attitude of mind. There is, indeed, no evidence that 
the electorate wished to bind its leaders to any set of 
detailed measures for meeting the emergency, and the 
Government is free to approach both the national and 
international aspects of the crisis with no duty imposed 
on it except that of showing courage and energy and an 
unbiased mind. 

It may be useful to sketch the conditions in which the 
new Government will have to work, to indicate the problems 
which are amenable to its action and those which are not, 
to suggest reasons for thinking that certain forms of treats 
ment are more likely to be eflScacious than others. This 
may seem a modest objective, unworthy of a crusading age. 
Yet it involves an investigation, perfunctory perhaps and 
not professional, into the pathology of those diseases which 
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Great Britein and the Financial Earthquake 

are preying on the world’s economic organism, and a study 
of their cflFects on our own economic life and of the state of 
general health in which their attack came upon us. It 
will be found that national and international problems are 
in one sense inextricably interwoven and in another sense 
quite distinct. Our national difficulties may be increased 
or diminished by action taken abroad with or. without 
our support. On the other hand, there are measures 
which we in Great Britain, and we alone, can carry through, 
and which in any conceivable course of international de- 
velopments can only strengthen our position. Indeed, it 
may well appear that the extent of our influence on inter- 
national arrangements must depend largely on the success 
or failure of our efforts to set our own house in order. 
For like any individual or institution or State well known 
to be financially embarrassed, we have lost prestige and our 
credit is impaired, and in such circumstances no creditor, 
no disinterested observer even, can be persuaded at all 
readily to subordinate his suspicions to a reasoned enquiry 
whether the embarrassment is more than temporary. 
By common consent the first and paramount objective 
of the National Government will be to restore the financial 
credit of Great Britain. 

I. The World Before 1914 

T he world to-day is in the grip of an earthquake, 
and the complex structure of international credit is 
shaken to its foundations. Just as an earthquake in the 
physical world has its origin in profound disturbances of 
the nature of which we have neither complete nor exact 
knowledge, so too an element of doubt, almost of mystery, 
surrounds the economic collapse which we are now witness- 
ing. At the best, our analysis must be partial, our judg- 
ments approximate ; our belief that another policy in 
this or that particular would have changed the face of the 
world can be little more than a probable speculation. Yet 
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if tbe details are blurred, the general outhfies are clear. 
Perhaps the most direct clue to an understanding of the 
present state of the world can be obtained if we look back 
to the working of the system of international credit before 
the war and then turn to consider the conditions in which 
that system has had to operate during the last ten years. 

For three generations before 1914 the world passed 
through a period of peace and growing prosperity. It is 
true that peace was not absolute nor prosperity constant 
or universal. War was always in the background, at intervals 
it held the scene ; the spectres of financial crisis and eco- 
nomic depression were never exorcised. Yet the effects of 
war were kept within bounds, and through all variations 
the curve of prosperity was a rising curve. In spite of every 
lapse from grace the peoples of the world had laid firm 
hold on the truth that the foundation of all wealth is the 
free exchange of goods and services. In laborious days they 
cultivated the arts of peace. Barriers to international trade 
were broken down by the elimination of customs frontiers, 
the decay of private privilege, the improvement, of all the 
means of transport and communication. Tariffs, where they 
existed, were moderate ; the Chauvinist was slow to stray 
outside the sphere of politics. The two great creditor 
nations of those days. Great Britain and France, invested 
their favourable balances, steadily, methodically, in the 
newer countries — in their own dominions, in North and 
South America, in Russia, in the Far East. These invest- 
ments were for the most part applied to reproductive 
development — in building the railways of the Argentine 
or of Russia, in port works throughout the world, in the 
irrigation of Egypt, in the mines of the Witwatersrand. 
They were made not by speculators, but by investors, 
rich and poor, who cast their bread on the waters. By 
this constant flow of capital to the ends of the earth trade 
was immensely stimulated and a market created for the 
products of the great equipment industries, iron and steel 
and engineering; 
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Foreign investment on the scale of the last fifty years 
would have been impracticable if, on the monetary side, the 
nineteenth century had not evolved the delicate mechanism 
of the gold standard. By the device of fixing the value, in 
terms of gold, of the unit of account in each civilised 
country, the world contrived to maintain relative stability 
of the exchanges and approximately similar movement of 
price levels in all countries adhering to the gold standard. 
Thus an investor in England or France, placing his money 
abroad, could assume with reasonable confidence that his 


investment would not be jeopardised through violent 
exchange fluctuations between his own currency and that 
of the country to which he was lending. The practical 
working of the gold standard became largely automatic. If, 
at a given moment, the balance of payments as between 
England and France was unfavourable to the French, if, 
that is to say, the French demand for sterling was greater 
than the British demand for francs, the franc tended to 
depreciate and a point was soon reached at which it became 
profitable for a Frenchman, instead of selling unwanted 
francs in the market, to buy gold with them in Paris and 
ship It to London in settlement of his debt. Any such 
influx of gold into England tended to raise sterling prices 
and thus, by stimulating British imports and discouraging 

whtth i!° the exchange movement 

which had led to the gold shipment. This tendency towards ' 

equilibrium was reinforced by the traditional policy of 
short thus repelling 

«n re and?-''"'"' 

flowed ouf I?'"® goW 

payments tended to correct itself 
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peats of gdd, because Loadoa dominated the nmaej 
markets of the world. By reason of our lead the develop- 
ment of modem industrial civilisation, by our energy 
and enterprise, we enjoyed over a long term of years a 
favourable international balance of payments, and our 
position grew to be one of immense strength. The 
technical organisation of the London money market was 
incomparably better than that of any other centre, and for 
all these reasons the gold standard was in practice operated 
by the policy of the Bank of England. The central banks 
of other gold standard countries followed, as it were 
naturally and inevitably, the lead of London. This pre- 
dominance of the London market served no merely selfish 
national purpose, since it is of the essence of any inter- 
national standard that by its proper functioning it protects 
indiscriminately the interests of every country which 
adheres to it, or by its failure brings disaster to them all. 


II. The World Since the War 

“ The recent world-wide fall in f rices is best described as a 
monetary phenomenon which has occurred as the result of the 
monetary system failing to solve successfully a problem of 
unprecedented difficulty and complexity set it by a conjunction 
of highly intractable non-monetary phenomena” — (The 
Macmillan Committee, June, 1931.) 

F rom whatever angle we examine the economic life 
of the world since the war, the contrast with the years 
before 1914 is arresting. We are beginning, indeed, to 
understand that the war turned the world upside dovra. 
For twelve years Europe has lived in peace, yet there is 
perhaps no period in modern history in which the settled 
ment^ty of peace has been more conspicuously absent. 
Europe has, indeed, illustrated the contrast between war 
and peace of which Hobbes wrote in Leviathan : ** The 
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nature of war consistetli not in actual fightings but in t&e 
known disposition thereto during all the time there is no 
assurance to the contraiy.” France and Germany, Germany 
and Poland, the Succession States of the Austro-Hungarian 
Empire — ^all have been divided by the memory of the war 
and the terms of the peace, by mutual suspicion and national 
passions. To the historian this may well appear inevitable, 
to the economist it can only appear destructive of inter- 
national economic progress. The war, and even more the 
Peace Treaties, threw into relief the rights of nationality, 
and it was an easy, if an illogical, transition from the idea 
of political autonomy to that of economic “ autarkeia.” 
How, if it was wrong for Czechs to be governed by Hun- 
garians, could it be right for Czechoslovakia to be dependent 
on Hungary for any commodity or any manufacture which it 
could make shift to produce for itself ? On such reasoning, 
confounding justice with expediency, Europe has sought 
to organise itself into self-contained communities, defended 
by prohibitions and restrictions of every kind and buttressed 
by tariff walls, which were never too high to support 
another course. 


The war left other legacies than economic nationalism, 
and none which has been a more effective instrument of 
disorganisation than the settlements relating to war debts 
• and reparations. Unlike every other form of international 
indebtedness, war debts and reparations are an attempt to ' 
repay capital which has served no productive purpose, 
spiral which has added nothing to the wealth of the debtor. 
The service of that capital, therefore, can never be anything 
but a surcharge on the industry and trade of the nations 
wbeh have to meet it. Moreover, time has shown that in 
f" , r transfer of these vast annual 

Pavmenrber'w the long run insoluble, 

yments between nations can be made only by the export 

of ,h, „„ deb, payments made it improbable 
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tiurt the debtor countries could so increase ^ir exports 
as to cover the payments in that way, even if ,their creditors 
threw open their doors to the import of goods. Since on 
balance all payments flowed to France and the United 
States, and since those countries above all others have 
insulated themselves against all imports by prohibitive 
tariffs, payments on account of war debts and reparations 
have in effect been made mainly by vast shipments of gold 
to France and the United States. On the other hand, 
Germany has obtained the necessary funds by raising new 
loans abroad. It would not be untrue to say that Germany 
was able to meet her reparations debt for just so long as 
the United States was prepared to re-lend to Germany 
some of her gold, and that as soon as the springs of American 
lending dried up, German default became inevitable. 

The world’s gold stock in the hands of governments and 
central banks and the proportions of that stock held by 
the United Kingdom, the United States and France in 
1920, 1926 and August 1931, were these (figures in millions 
of pounds)* : — 


World stock 

Holdings in United Kingdom 
Holdings in U.S.A. 

Holdings in France 


1920 

1926 

August 1931 

1^88 

1893 

2323 

155 

ISO 

133 

504 

840 

953 

141 

146 

472 


The explanation of these figures is that the movements 
of gold resulting directly from the war, or the settlements 
made after the war, were different in kind from those to 
which the world was accustomed under the normal pre-war 
operation of the gold standard. The control of the 
monetary policy of the world passed from the Bank of 
England and became dependent on international co- 
operation in conditions which made effective co-operation 
almost impracticable. What were conceived to be national 
interests came into greater prominence, and for many and 

• Taken from the Federal Reserve Bulletins. Gold in circulation is 
excluded, recent figures for the whole world not being available. 
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rancmt ao influx of gold was not oonsistentljr 
treated at between France and the United States, or as 
between one period and another. From 1922 onwards the 
gold accumulated in the United States formed the basis of 
a vast inflation of credit which led through the speculative 
boom to the collapse of 1929. Between 1922 and 1929 the 
United States lent abroad more than ^^1,800 million and 
thereby diminished the danger to the world of her gold 
holdings. But foreign lending never became a settled habit 
of the American investor ; even in the heyday of bond 
' issues, a substantial proportion found no permanent home 
until it came to rest in Europe ; and as the prospect was 
unfolded of apparently illimitable industrial prosperity at 
home, lending abroad ceased almost as abruptly as it had 
begun. Since 1929 restriction of credit and falling prices 
in America have coincided with a rise in the monetary gold 
stock* from ^(^890 million to its peak of £1,027 million in 
August last. In other words, gold has merely been buried 
in the vaults of the banks, and has shared the fate of those 
other millions immured beneath the Bank of France. 
France has accumulated gold steadily since 1926. The 
stabilisation of the franc at a level lower than its internal 
value created a premium on exports and a large favourable 
balance of trade, and as the Bank of France is debarred by 
law from issuing further notes except against gold in its own 
vaults, the increased demand for currency subsequent to 
stabihsation led to the repatriation of French balances and 
to a consequent inflow of gold. The relief from foreign 
lending was negligible. His poUtical prejudices and the 
loss of his Russian holdings confirmed the national caution 
of the French investor, and except for loans made within 
the last twelve months, primarily for political reasons, to 
members of the Little Entente, the savings of the French 
people have remained in France or have been placed abroad 
at short term. 



llic Work! Si&cc the Wat 

TTiis sketch of the characteristic features of post-war 
economics would not be complete without sqme reference 
to the technical revolution which has taken jdace in the 
methods both of industrial and agricultural production. 
Mass production owes its main impetus to the war and it 
has changed the face of the world by creating new needs 
for ever-widening circles of the population. Yet it clearly 
carries with it a fatal facility in production. It is a mixed 
blessing to be the owner, let us say, of the most modem 
and efficient cigarette factory in Greece, if the test of its 
efficiency is that it can produce more cigarettes in a day 
than the country consumes. The consequences of over- 
production are even more serious in agriculture than in 
industry, since the demand for agricultural products is in 
its nature less elastic, less responsive to lower prices than 
that for manufactured goods. A reduction in the price of 
motor cars may enable any one of us to buy a new car every 
year instead of every other year, but even if wheat were 
given away we should hesitate to eat twice as much bread. 
The effects of the American inflation have nowhere been 
more disastrous than amongst producers of primary 
commodities. As by far the biggest consumer of such 
commodities, the United States by her prosperity im- 
mensely stimulated their production, and the stimulus was 
fortified by the flow of American capital during the brief 
and not very discriminating excursion of the United States 
into foreign lending. With the end of the American boom 
came the end also of American finance, and the unhappy 
primary producer finds himself with his market ruined and 
his debt intact. 
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III. The Crisis of To-day 

I T is not difficult from these premises to trace the 
collapse of the international credit structure. Once the 
bubble of speculation in the Umted States was pricked, the 
rest followed naturally and accelerando. In the autumtl of 
1929 Americans gave public expression through the stock 
markets to their doubts whether American industry could 
continue indefinitely to expand, and from that moment 
industrial production in the United States, which had 
already passed its peak, declined precipitately. Commodity 
prices kept step with it, and the world soon realised that 
its stocks of, and its capacity for producing, wheat and 
rubber, cotton and copper, coffee and tin, far outstripped 
any power of consumption hitherto known. And so the 
decline in commodity prices became a catastrophic fall, 
and was followed, at a distance, by a fall in the prices of 
manufactured goods, due both to the lower costs of raw 
materials and to the restricted demand amongst primary 
producers. 

Perhaps the most important consequence of any violent 
drop in world prices is the corresponding increase in the 
real burden of all indebtedness, whether internal or inter- 
national. War debts, reparation payments and commercial 
debts between nations have become intolerably onerous 
during the last two years. President Hoover’s moratorium 
proposal was a courageous recognition of that fact, but it 
came too late and was received by France in too carping a 
spirit for it to prevent or even delay the natural course of 
events. Debtor countries everywhere have lapsed into 
defaidt. They have begun to feel with Rabelais that 
“ it is a divine thing to lend : to owe, an heroic virtue.” 
In Europe, as in 1914, so in 1931, the spark was fired 
in Austria. The collapse of the Credit Anstalt was the 
first real indication that the organism of international 
10 
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banHng was infected. The German crisis fcdicwed imme- 
diatety and destroyed the last vestige of confidence by 
revealing to the world the instability of tne structure 
erected in central Europe on borrowed money. Financial 
panic follows the lines of least resistance, and there were 
many good reasons why in the universal disorder the pound 
sterling should have been next singled out for attack. It 
was well known that we were heavily involved in central 
Europe, that our budgetary position was unsound and that 
our balance of payments was unfavourable.* Once the world 
ceased to trust it, sterling was doomed. The technical 
weakness of our position made its defence a forlorn hope. 
For a variety of reasons short-term holdings in London on 
foreign account had increased since the war and in March 
of this year amounted to over ,^400 million ; there had been 
no corresponding increase in our liquid foreign assets, and 
if we regard the London market as a vast deposit bank, its 
position was unsound in so far as it was powerless to resist a 
run by its depositors. 

A loss of confidence, in the realm of finance, knows no 
frontiers and is not amenable to reason. If it exists, it 
penetrates like some foul gas into every nook and crevice 
of the financial structure. Having sold sterling off the gold 
standard, the world began to sell dollars. Since the 
beginning of September gold has been withdrawn from the 
Federal Reserve system of the United States or earmarked 
there on foreign account to the amount of $692 million. 
Both in America and in France, mistrust of banks and the 
banking system has led to the hoarding of currency on a 
large scale. Wisdom suggests that the end is not yet. 

There can be no better illustration of the varied financial 
problems which confront the world to-day than a brief 
sketch of the situation in the three contrasted countries of 
Germany, Hungary and Brazil — the first a great industrial 
nation which circumstances have turned into a debtor 

* Tables showing the balance of international payments of the United 
Kingdom and of the U.S.A. will be found in an appendix. 
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ooontiy, the second an artificial product of the war, and the 
third representative of that new world of vast resources o i^ 
partially developed. ^ 

Of the political and spiritual adventures of tlK German 
nation during its wanderings in the desert since 1918, 
another article* in this number of The Round Table will 
speak. Its financial history during that period has been 
dominated by the devaluation of the old mark and the pres- 
sure of reparation payments. Inflation and the destruction 
of the currency left Germany without capital and without 
the will to accumulate it. German public authorities and 
German industiy have lived since 1923 primarily on 
borrowed money, and like everyone else who lives on 
borrowed money, have not always spent it wisely. It has 
constituted their working capital and the source from wluch 
capital improvements have been carried out. It has also 
provided the foreign exchange necessary for reparation 
payments. The figures are no longer open to serious 
dispute. The Committee of Bankers which met at Basle 
in August of this year found that between 1924 and 1930 
there was a net influx of capital into Germany of ^piof 
million, and that in December 1930 German foreign 
indebtedness amounted to £1,275 miUion. The net capital 
influx, supplemented by £150 million derived from invisible 
exports, provided the interest on Germany’s commercial 
debt, an import surplus of £315 miUion and reparation 
payments of £515 million, and in addition enabled Germany 
to increase her holding of gold and foreign exchange by 
£105 million Of the total foreign indebtedness of 

^ 5*5 miUion was short term, 
and by the end of July of this year this figure had been 
reduced, though mthdrawals, to £400 mii^n.J This in 
itse^ciplains the German crisis of this last summer. To 
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ipeet Mtoation Germany iut been compelled to obtain 
a moratorium on her short-term liabilities , to foreigners 
(1^ so<aU «4 “ Standstill Agreement,” wdiich expires at the 
ei^ of febimiry next) to introduce government so^y by- 
decree md by decree to control and regulate the fituncial 
and commercial activity of every German citizen, and to 
devote all the efforts of her industrial organisation, at 
whatever cost in the impoverishment of the German people 
and the further lowering of their standards of life, to the 
creation of. an increasing export surplus. In the judgment 
of the Bankers Committee, the imperative need of Germany 
is for long-term credits in partial substitution for and in 
addition to her short-term credits, and on the same authority 
this is a need which cannot be met until a political modus 
vitundi is reached with her neighbours and the reparations 
debt is dealt with on rational lines. 

Hungary is a predominantly agricultural country with an 
industrial superstructure which has survived from a former 
existence. Industries planned for the Austro-Hungarian 
Empire, with a home market of 46 million people, cannot 
prosper in a market reduced to millions and surrounded 
by hostile and protectionist neighbours. Only the richness 
of Hungarian soil and the character and energy of her 
agricultural population have brought Hungary through the 
perils of communism and currency depreciation and' the 
economic follies of the Peace Treaty. But when Hungarian 
agriculture is undermined by the catastrophe of prices, 
there is nothing left. The figures are eloquent. Between 
1927 and 1930 an unfavourable balance of million* 

was covered entirely by foreign borrowing at long and short 
term. The total foreign debt is now million and the 
annual service nearly J[^\x million. Most of this debt was 
incurred with wheat at 30 pengd : to-day’s price is 9 pengd. 
The result, as in Germany, is an enforced moratorium on 
the short-term foreign debt, and a frantic endeavour, 


' Converted at 28 pengS to the C’ 
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prompted in cam lay X3«tt*^ at all ddyt* 
eipwta and curtail imports. 

Braal has fallen on similar troiibles fi&d. 

The very extent of her territory and its het^^h^^'s 
population create administrative problems Whi<^ ib 'dte 
most favourable circumstances must retard and impede ui^ 
exploitation of her immense natural fetoutces. Yet, 
the past, development has proceeded, at its 0\Vn gait— h*nd 
with many set-backs — but still surely. Foreign borrO'ih^itfg Is 
rightly the first condition of Brazilian progress, and 
has been on the whole a good debtor, in spite of a unique 
talent for the progressive devaluation of her own current^. 
In recent years the long-term foreign debt of the Federal 
Government, the States and other public bodies has groSvh 
rapidly, and by 1930 it amounted to ;^282 million.* This 
movement synchronised with a rising price for coide'e, 
which has always been the principal article of export. 
Trusting to her dominant position in the coffee trade, 
Brazil began in 1925 to “defend” coffee, that is, 't6 
maintain its price artificially. By the act of God, Which 
brought tvvo record crops in three years, and by the WofMng 
of economic law, which ensured that rising prices should 
lead to over-production, the defence scheme bfdte down 


as soon as commodity prices in the United States began tb 
fall. Brazil was left with large stocks of coffee which no 
one wanted, and after reaching an average price of A i 
bag m 1928, the price has fallen to i8s. (the average fbr 
the first 8 months of 1931). The effect on the Brazilian 
balance of payments was disastrous. In I6a8 the value 
of ^70 millloh out of a kdtiil 

™ '930 the figures fell to /kt maiidh 
a^ ^66 miUion.t As Brazil’s requirements 6^ foretgh 
exchange to meet her debt service and private 
tances abroad have remained constant in the neigh- 
bourhood of ^40 million, and as further foreign bbr^rdw% 
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k^ocfC’ Off q«te Aicm, it is not difBcolt to uderAnsed 

die<recAit partial defank Brazil dh ker fore4fn'«biig|iti<ifft« 
sMM ttafarvoidabk. Britidt investments in BnssU ^ >6^ 
Mated «t about £yx> miUion and the efl^ts oi this deAadk 
cm our oWn balance o{ payments are thus patent. 


IV. Great Britain’s Probi.eis8 

“ Mr. Jm£s, the meeting of the Proprietors of the Betnk 
tf England^ September 13, r866, gave it as his opinion thea 
' the main cause of the recent monetary crisis was that wbiti 
we bad bought £,2.7^ million of foreign produce in the year 
the value of our exports had only been £i6s miUion, 
to that toe held a balance against us to the amount of £iiO 
miUion* ” — (Economist^ September 22, 1866, quoted ib 
Bagehot’s Lombard Street.) 

I N the chaotic world which has been described, the 
situation of Great Britain can now be seen in its proper 
setting. The main facts are well known and those who 
wish to follow them in detail through a statistical demon- 
stration will find them conveniently set out in a recent 
article* by Mr. C. G. Clark. It is not difficult to im:^ine 
what would have been the observations of Bagehot^s ^r. 
Jones to his fellow Proprietors after reading the figures 
of the last few years. In the first place, the value of 
exports has steadily fallen : these are the gold values in 
millions of pounds : — 

1931 (annual rate). 

1st and 3rd 

1913 1926 1929 1930 quarter quarter quarter 

5*5 653 7*9 571 4*3 3»3 ^73 

' Expressed as a percentage of the aggregate 'exports of 
all 'loantilacttii^ng countries, our exports have fallen frtstn 

'**iStatisdcal 'Studies of the Present Economic Position of 6reat Eihaib. 
Tie Beemmie-ymimal, September 1931. 
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ilmott *6 per cent, in 19*5 to kaa than *0 per 
the of 1931. Simultaneonsly man«factii»f*l 

iinports have assnmed a growing importance : the per- 
centage relation between manufactured imports and our 
total home production of manufactured goods has risen 
from 11.9 per cent, in 1924 to 15 per cent, in 1930. The 
loss of export trade has been a main cause of unemployment. 
The number of insured workers in employment in, or in 
connection with, the export trades was 2,175,000 in 192^ 
2,200,000 in 1929, and 1,400,000 in March last. It is 
significant by contrast that employment in the consumption 
industries has hardly decreased at all since 1929. 

The two main causes of these changes are that our 
industries have not been competitive and that some of 
our best markets, such as India and Australasia, have felt 
the full force of the depression. We have ceased to be 
competitive because for many reasons our costs have proved 
inelastic. Our money costs have been too high in terms 
of gold relatively to costs in other countries. Real wages 
in England in 1930 were 21 per cent, higher than in I914, 
and 10 per cent, higher than in 1924. Our basic industries 
have lost the power to make profits, with the result that 
capital expenditure, enterprise and development have 
tended to be restricted, while the demand for consumable 
goods has been maintained and imports encouraged by 
a high level of money incomes. In such conditions, adjust- 
ments must be made voluntarily and in time, or they will 
be imposed by an increasingly unfavourable balance of 
payments. Mr. Clark gives a table which would indicate 
that since 1924 tlus country has on one occasion only, 
i.r., in 1929, shown an actual net credit on her balance 
of payments after including new overseas issues, and that 
there must have been an influx of new foreign money into the 
country during those years of nearly ,^300 million In 
1930 the balance available for new lending abroad was only 
;£39 million, and with the rapid subsequent deterioratbn 
both in exports and in our income from investments and 
16 
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•erHoes it aeons certain that the unfavourable balance for 
1^1 win be anything from ^^50 to ;£ioo million. Although 
the ebllapse of the sterling exchange was in the end acce* 
lerated by the central European crisis and the general 
atmosphere of panic, all the indications are that it contd 
xmt have been long deferred. 


V. The Conditions of World Recovery 

F ew of US are interested in diagnosis without cure, and 
the question what the world can do to be saved awaits 
an answer. Our own belief is that the road to recovery 
bristles with difficulties and that there is no short cut to 
prosperity. It is only necessary to examine any aspect 
of the problem as we have attempted to unfold it for it 
to be apparent what a decisive part human folly and 
human weakness have played in the past and how improb- 
able it is that humanity vrill in a night acquire vrisdom 
and strength and tolerance. 

Take the German situation. At the end of February 
the Standstill Agreement will expire and the bankers of 
the world will be free to call in short-term credits amounting 
to ^£400 million, or, if the latest figures are correct, to 
considerably more. In July Germany will, in default Of an 
extension of the Hoover moratorium or some new arrange- 
ment, again become liable for the payment of about 
million a year on reparations account. It is certain that 
Gernuny cannot pay off her short-term obligations at 
maturity and that the resumption of large-scale reparation 
payments would be followed by disastrous consequences 
both to Germany and to the rest of the world. What 
are the omens at the moment ? The Hoover-Laval agree- 
ment throws the reparation problem back on Europe, 
and the only procedure contemplated appears to be t^t 
fCi^many should appeal under the Young Flan to a com- 
mittee which is debarred by the terms of that Plan from 

17 



Gie«t Btitwii wd the Fioa^dftl 

omiidlQVtiigaA^ll.the I^conditbiul ansoitiesof £$l ZBi)2^ 
{wftdl pnblic opinion has urged that reparation p^pn^iKip 
dbosld rank before bank credits, and as France is entitled 
«p 51 per cea^. of the full ajnnual payment ppder ^ 
Yoang Plan and to 82 per cent, of the unconditipmi 
payments, whereas her claim as a short-term creditor of 
Germany is only a fraction of those of Great Britain and 
the United States,* this attitude is intelligible. Yet there 
could be no mote serious obstacle to world recovery than 
that the French view in this matter should prevail. It is 
Oisy at this date to criticise the bankers of England and 
Aii^ca for granting facilities to Germany which are ii<|w 
seen to be excessive : it is easy, too, to forget that without 
those facilities neither reparation payments nor remittances 
directly or^ndirectly dependent on them in settlement of 
war debts could ever have been made. But the criticism 
is irrekvant. The debts exist and will not be renewed 
under any arrangement which leaves the fundamental 
causes of German embarrassment untouched. Inter- 
national banking is the life-blood of world trade, and if its 
resources are to be congealed and their free flow inter- 
rupted, not the bankers only, but the whole world will be 
crippkd. By a pleasant irony the same stroke will end 
reparation payments for ever. Unless a settlement can be 
reached within the next few months which will make Ger- 
tnany again a fair credit risk, the outlook will be black indeed. 
If, on the other hand, it should prove possible by the 
abandonsoent of reparations and other non-commercial 
mteraatumal debts to remove from world econcuny a 
burden which has been found intolerable, a major cause 
of world depression wrill have disappeared. 

It has become abundantly clear, to take another p^ ^t, 
lhat half the economic problems of the world are 
at the present level of prices. Debtors cannot hopf. tp 




opfO; . tt^ qjjig^ti<>iw bjr Mlov^ viat uppf^tfs. to l>e 
{^l^ng i^^jtuon u 4 pnctising^ in 4 pfiraae us^ by 
the Ecnumist, “the B^-contradictory poh^cy of e:q>oits 
fpi;h9^t itapoi^.” TTiey would be unwise, even i< lend^s 
appcfc^ oy^t horizon, to attempt to meet their debts 
by, fuctV(?^ bfi^wioig. A rbe in prices may well seent 
only al^ernstiye to tabvlec raseg and a fresh start, {n 
preseAt eonditions the course of gold pricea depeAda 
prinurily on the monetary policy of France and the yniteO 
States. 14 they wish, it is in their power, so long as they 
remain on the. gold standard, to raise their domestic price 
levels by adding to the currency and credit available up to 
the limit permitted by their existing legislation and 
beyond that, if necessary, by reducing the legal minimum 
cover, held in gold against their note circulation and their 
sight liabilities. If they hesitate to take that step, it is 
probably because they recognise that it is easier to set on 
foot an inflationary movement than to control it. But the 
choice is a choice of risks, and the consequences of a 
continuance of their present policy are hardly open to 
doubt. The sterilisation of gold on the scale on which 
it is now practised in France and America reacts in the 
end on the owner, and no country can in the long run 
maintain the position of a creditor nation enjoying a large 
export trade if it refuses either to buy or to lend abroad. 
Nor is it likely on such premises, and without a redistri- 
bution of gold stpc]^, that the gold standard itself can 
survive. 

America S^n^ France are e^reme but not isolated devotees 
of 14 gh ta^ffs. The same regime prevails in half Europe 
^d iu n^y of the new countries of the world. It has 
1 ^^ reinforced by the or^nised “ defence ” of this or 
CQmmo^ty- it i? i<^ to expect the reasoning which 
jiuja c^ted, thi^ or the interests which have grown 

.W protection .to cnunhle into ruin, like the walls 

l^riph^ fV thi; bla^t of 4 truhip^t- Even to-day, nojt- 
withstaiuhng the of harsh economic necessity, 
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•elfHmffideacf is still the prevailing gospd, and it a to be 
feared that nothing bat a long and painful ^ocia$ df 
edvcation will expose its inadequacy. 

To indicate, however summarily, some of the elementary 
conditions of recovery is sufficient to throw into relief the 
formidable difficulties which they present — difficulties of 
politics, of national psychology, of economic ignorance. 
Can such difficulties be quickly overcome ? The Washings 
ton correspondent of Tir Times, at least, seems to have 
no illusions on that score. As these lines are being written, 
this* is his verdict on the American prospect. 

The present position of the United States is not in doubt. Thi* 
country will take no further initiative in matters economic (Mr. 
Hoover’s moratorium proposal virill have no successor), and it will 
have no contribution, in the form of international responsibility 
openly undertaken, to make to the problem of the organisation of 
^ace. If there is a way out of European troubles, it is clear that 
Europe must find it without direct American assistance. . . . There 
iiot only that the world’s greatest creditor nation 
wUl leave its tariff policy untouched, but also that in the years 
immediately to come it may be an exporter of capital to a very in- 
lulBcient degree. 


VI. Great Britain's Task 

l^E may well ask what should be the objects of British 
r T policy in a world so distraught. The nation is stilf 
immersed in the novelty, the uncertainties, the excitinv 
possibihties of an emancipated currency. It has observed 
the first faint dawning of a trade revival. It understands 
vaguely that there is now a premium on exports, a penalty 
on imports. Immense stocks held in the countryhaw com- 
unbridled competition of our foreign pur- 
veyors to po8t]^ne any appreciable rise in prices, ^/the 
moment we l«ve most of the advantages of cai^cncv 
^valuation with few of its countcrvaSig dra^^^ 

The Ttmts, November 7, 1931. 
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loiBg a$ ive can and to employ the respite in collecting our 
essiehtial weaknesses. 

The first of these is our adverse balance of payment^ 
and the shortage of liquid foreign assets held by our Central 
Bank. If trading conditions throughout the world were 
normah it is probable that the advantage for our ertport 
trade of a pound at $3' 8o would suffice, at least temp<^rarily, 
to redress the balance. But trading conditions are not 
normal, and in many markets even cheapness cannot stimu- 
late buying. It may be necessary to add some form of 
statutory discouragement of imports, but there should be no 
illusions as to the dangers of such a weapon since we went 
off gold. When once a currency has dragged its anchor, it is 
exposed to all the force of wind and waves, and this is true to 
an exceptional degree of a country so dependent as ours on 
its imports for the necessities of its existence. If for any 
reason, whether currency depreciation or customs duties, 
or the refusal of any class to make reasonable sacrifices, 
a rise in our level of money wages is forced on us, we shall 
find our budget equilibrium endangered, our balance of 
trade still further deteriorating, and the pound launched 
on the slope to Avernus. T^e test of success in our 
monetary policy in the near future must be our power to 
attain relative stability of the pound. 

At what level should we seek stability f Only time am 
show. It is folly to expect either too much or to aim at too 
little. There are some, no doubt an insignificant minority, 
who would like to sec the pound back at the old exchange 
level. That yearning is unlikely to be gratified, except by 
the depreciation of other currencies and not by the apprecia- 
tion of ours, and if it were we should groan under the 
burden for a generation. Others are ready to assume that 
by the devaluation of the pound we can halve the National 
Debt. Even that is possible, but at the risk of finding it 
not halved, but eliminated, and with it the accumulated 
savings of the nation. The true object of policy must be 
the dg facto stabilisation of the pound at a level which 
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^< y»^ not re(|iiire an increase in present wage rat%a< ^ 
level can only be found by trial and error, by a 
eAsrt to keep fluctuations in sterling within ey^ n^rro?i^^ 
Ktoits. If we can hit the mark, the ultimate revival of tra4e 
and industry will lighten the burden of all budget charges, 
and though the ratio between the service of the National 
Debt and the total of the budget may not be materially, 
altered, the buoyancy of the revenue and the creation of 
conditions favourable to conversion schemes will make the 
debt service less intolerable. 

By ie facto stabilisation we mean stabilisation without 
the anchorage to gold. If comparative stability can be com- 
bined with a free market in forward exchange, most of the 
practical objections to a currency divorced temporarily 
from gold lose their force. Even the sterling bill, backed 
by the unrivalled facilities of the London market, need not 
despair. In the view of The Round Table, it would be little 
short of madness for us to link the pound again to gold until 
it is clear that international conditions will permit of a more 
normal working of the gold standard than we have seen 
since the war. At the moment the gold standard has little 
reality outside France and the United States. If Germany 
and Hungary and Poland and South Africa* still profess 
adherence to it, that adherence is maintained only by a 
formal or informal restriction on the transfer of funds. 
The individual who finds that, because South African 
porters refuse to pay the premium necessary to repatriate 
their export balances, he himself must resort to the subter- 
fuges of the underworld in order to withdraw ;^I,ooo from 
his bank in Cape Town and remit it to London, may well 
regard the latest practice of the gold standard with a ccrtrin 
9 ymcism. The wise course is to face the fact that the iater- 
n^tionri regulation of the exchanges through the medium 
of gold has broken down, and to wait on events. 

For thcM tasks which confront us this country is not with-: 


•For u of the reawnt why South Africa it endeavourfiw 

INP to the gold tt^idyd, tee p. i8«. uaeavomiag to 



oa<| reffHi^s, moral and matenaL The Goifttament can 
xe^ on the declared determination of the nat^n to see the 
thing throng. It need have no anxiety as to the fundamental 
solidness of our banking system or the resilience of , the 
most highly organised money market in the world. We are 
still the greatest creditor nation, with immense assets 
abroad, even though they are not in present condhions 
readily realisable. Even internationally, as an offset to our 
relative temporary financial weakness and our diminished 
financial prestige, we have the knowledge that the world 
grants us hack on gold as soon -as possible and that it lies 
with us to say when we shall go back. These are days 
not for optimism nor yet for despair ; and if the march of 
events should allow Mr. Ramsay MacDonald to relax into 
a mood of relative cheerfulness, he may well call to mind 
the words which Abraham Lincoln, in a crisis of the 
Civil War, addressed to his Cabinet : “ Note, geniUnun, toe 
have got OUT harpoon into the monster, but tee must stiU 
take uncommon care or else by a single flop of his tail he tt^ 
send us into all eternity. 
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APPENDIX II. . 

lALANCBS OF INTKItNATl(»;AL PAYMENTS OF THE UNltEO STATES, CAUOnU^r 
TEARS I9U-I9}0.* (In millMM of doUin) 

Clwi of tnuuoetim (power not) 19M >913 1914 1915 1916 1917 190!' 1919 (oaie- 
CoMMOMna (Abjurib) riitd) 

S*P«« • • , dij** 4i*34 5.>77 5.0H 5.09« MM 5i447 4«7 

Import! .. .. ^ ^ ^ ^ 4.5«< 4i799 MW 

Bahiiee of trade (adjnited) .. +70* +iofi +«a +633 +17* +5*3 !+S63 d-M +75* 


Macm-ainoiii Inwhbli Intu. 

FniAt; Ocean, Great Lakeland 

Ti^idhi iMi Atoeiican'to . " ~ ~ ~ “ 91 -66-31-66-96 

Canada ^ Mexican frontier — loo —131 —159 — itj — xoi — a3i —193 —334 — 3U 

Oreraeai, including Weitindiei -34J —313 —374 —400 -gaa -465 —531 — J34 —4*9 

ExpenditURi b7 foreign touciiti 

m United Statei .. + 67 +104 +107 +iia +148 +163 +163 4-lt3 +171 

Ooean-bome paiienger traffict • . + J3 + «o +5J +63 + 69 +«9 + 44 + 47 + 49 

Intereit on American private fundi 

abroad (loiig and ihort term) . . +555 +594 +63$ +6*9 +740 +»oo +S96 +979 +904 
Intereit on foreign fundi in United 

Statei (long a^ ihort term) .. —144 — iSo — 19a —229 —268 —281 —359 —414 — 310 

War^debtieceipti (principal) .. + 32 +92 +23 +26 +3$ +46 +50 +62 +77 

WaBdebtreceipti(inteieit) .. +126 +167 +160 +160 +160 +160 +157 +14J +164 

Other governmental traniactioni 

(oet) - 46 - 66 - 53 - 61 - 49 - 29 - 57 - 92 - 81 

Immigrant remittancei (net) .. —255 —229 —229 — 23J —218 —206 —218 —223 — 166 

Charitable and miiiioni^ contri- 

botioni - 7f - 70 - K - 50 - 4< - 49 - 5« - 49 -49 

Other itemi (net)! . . + 46 +57 +68 +74 +74 +74 + 24 , + 25 + 7 


Total, commodit7 and miioel- 

laneoui (net) +557 +208 +802 +513 +205 +588 +658 +377 +617 


N»w Fhvati Loami, Imvot- 

MIKTI AND Diroim 
Net incRAie in American long-term 

inTeitmentiabraad(parvalae). , — 857 — 25S —869 —872 —808 —972 — 1,317 —791 —406 

Deduct bond diKoanCa and on^r- 

wiiteri’ commiiiioni on above .. +101 +48 +125 +119 +121 +119 +122 +26+66 


Net caibpaTmenti for above .. —736 —210 —744 —753 -687 -853-1,195 -765 —340 

Net increaic in lang>term inveit- 
menti in United Sutei b7 for^ 

ei|n«» + 3 +24° +» +i93 +«47 +*5* +477 + 44* + 5“ 

Change in net debt of American 

banka to fpreigneti +375 + 3 +216 -61 +359 — -226 + 13 -443 


Net private cental movement 

Ooag and ihoit term) . . -378 + 33 -517 -621 - 181 -695 -944 -306 -733 


Omi SAtunaMo Iniaa 

GoUdnppedorcacmarbd(net) . . — 234 —295 —216 
SUpmenti of American paper 

(«*) + 40+50-20 

Add «ar het diiCNpmidr due to 
fateHteflgBiet,oiBiwiai>i,etc. +15 + 4-49 


+102 — 72 
-30 - 

+ 36+48 
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tHE EUROPEAN PROBLEMS OF 
THE UNITED STATES 


N O doubt you will recall the trouble Alice had witli 
her flaming ; " generally, just as she had got 
neck nicely straightened out, and was going to give the 
hedgehog a blow with its head, it wovJd twist itself round 
and look up in her face.” But perhaps that’s the wsijr 
of the flamingo, as it most certainly is the way of the 
Post-War Problem. 

Take, for example, the matter of making Germany pay 
for the war. At the outset, in 1919, the principles were 
clear j Germany had been guilty of causing it, now she 
must pay for it. These two indisputables were written 
thereby became what might be called the 
Pans idea. But the German people at once repudiated 
the admission of guilt which their representatives 
signed ; and, I dare say, began to consider hoW they ttiielft 
also avoid the financial obligations which these 
representatives had undertaken. At aU events, the German 
mark became worth next to nothing three years later ; s6 

thlf'Tr w in the Reich, edndoded 

t^t It would be a g^d thing, a « 8tabil«er,» if the annual 

fnS*” reparations account W^re fiSted 

’1 **'• wrtaaal 

Ajen^nenl for RopatMidn^ the moA wte ledSw 



1 He xmTOpCall TTOolCRX* fn ulC vlBlCCl OtSRCl 
bsisi^ knd die United States be^n to inj^ batik ib 
jSeraoany. Indeed, in less than Ihve jrears, froxh Septeintfeit 
1914 to the ‘spring of 1929, American inve^ors nurna^ 
to advance the sum of $1,185,000,000 on a long-term bakik 
to the German Government, its States, munidpaHtSeS 
and industries. Then suddenly, and chiefly hecahse 
of the greater speculative attractions of New York’ Sto^ 
Exchange, the eastward flow of loans dried up. ’Genmmy*S 
‘financial condition, we heard, was again critical ; and we 
Ureretold that this situation arose from the fact that thou^ 
her annual payments had been determined, the total 
figure had not been fixed, nor the period of years over 
which the payments were to run. Out of a third inter- 
national conference ernerged the Young idea— that the 
total figure should be $27,641,942,800 and that reparations 
annuities should be spread out over three generations. 

So in September 1929, with the flamingo’s nedc all 
straightened out, the game began again. Two hundred 
and fifty million dollars more went out of American savings 
into German bonds, and American banters continued to 
extend three and six months* accommodation to German 
borrowers, running to perhaps seven hundred million 
dollars niore on the average. Thus between the end 'Of 
1924 and July l, 1931, we had made fresh loans to Germany 
amounting to about $2,100,000,600; out of which, or as 
a result of which, Germany managed to pay to her creditors 
on reparation's account the sum of $2,600,000,000. TheSe 
creditors in turn, being indebted to the United States, 
paid somewhat less than two billions of it back. 

In June of this year, foUotving the collapse of the Credit 
Anstalt in Vienna and its rocking repercussions on Gerlhah 
private finance, Germany walked on the edge of ruin for 
the third time since the war. The official manifesto 
published in Berlin on June 6 stated that the Govemme'nt 
had liow imposed upon its citizens all the privations which 
they cOiild possibly endure : that the financial situatbh 
of the liteich, seriousfy menaced, required that Germany Be 
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leUered of reparatioM ; and that the ecOTionuc 
of the world was in danger of being rent to piece*. Tl^ 
declaration, in terms of international finance, meant at 
least these things : that Germany believed she conla not 
(and even if she could, perhaps would not) male any 
farther payments on reparations account ; that, unless 
help were immediately forthcoming, the princip^ of her 
external private loans might be lost to the foreign investor, 
and the short-term banking advances still lying in Germany 
might never be returned to England, the United States 
and France. 

The financial crisis revealed by Briining’s manifesto 
of June 6 was in part caused, and in part further aggravated, 
by the withdrawal of foreign balances from Gerinany. 
It is said that total withdrawals for the first two weeks of 
the month reached a sum equal to ^(^40, 000,000. For this 
exhibition of panic psychology, the London fraternity was 
quick to blame “ the inexperience of American bankers,” 
but Wall Street, in turn, has more than a suspicion that 
English banks, nearer to the situation, had silently begun 
to drain off their own German credits some weeks before 
New York took fright. In fact, the problem of fixing 
the blame becomes more complicated as time goes on. 
Staid old Alexander Dana Noyes of the New Tork ‘Times 
financial page speaks on October 30 of “ the part that the 
Paris banks played in the panicky snatching, directly' or . 
indirectly, at their German credits.” What, France too ? 
Better to let the quarrel pass ; for as in the mooted question 
of who started the war, and the footling question of who 
won it, the ” effective cause ” will probably never be 
determined. 

It is enough to remember that there was (and on Novem- 
ber third there still is) in Briining’s broadside something 
more than a warning, something more than a cry for help. 
There was and there is the cream of a tragic jest. For if 
a general default of German privately held external debts 
were to take place, and if the books of reparations and war 
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debts were to be closed, an accounting would show the 
American people to be $2,000,000,000 better off in the 
Treasury of the United States, and $2,000,000,000 worse 
off in the value of their private investments. It would 
show the German Treasury some $2,600,000,000 out, and 
(including private loans from citizens of the Allied countries) 
a far greater amount in. Or nothing in for the United 
States and nothing out for Germany, and a fine deficit 
on balance for England. For France, about as much as 
she suffered from the physical havoc of the war. All that 
we would then need to put us back to 1914 would be a 
revision of the territorial clauses of the Versailles Treaty 
(which is under discussion) and the return of Germany’s 
colonies to her rule (which may yet be the price demanded 
by a Hitlerite Germany for her co-operation in international 
recovery). Back, in broad outline, to 1914, with 8,750,000 
dead, more than 21,000,000 wounded, seventeen years of 
bitterness, high nationalism and suspicion — stupendous 
internal debts in the English-speaking countries, their 
partial repudiation in Germany and France — and for the 
millions of dead and the billions of waste — not even on the 
basest reckoning one compensating penny anywhere to 
show for it. God help us ! 

And yet might we not have another war — ^just a little 
one ? It wouldn’t cost much more money or many more 
men. Just a limited affair which would expedite this 
matter of returning Germany’s colonies to her and of 
revamping some of those mistakes in territorial arrange- 
ments which crept into the Treaty of Versailles. It would 
only cost a couple of millions and billions respectively, 
and at its end we could let the devils of hell off the leash 
and invite them all to dance and sing to their hearts’ 
content over the litter we have made of our lives. 
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II. 


O N June 20 last, President Hoover made a memorable 
offer, “ The American Government proposes the 
postponement during one year of all payments on inter- 
governmental debts, reparations and relief debts, both 
principal and interest, of course not including the obliga- 
tions of governments held by private parties ... to give 
the forthcoming year to the economic recovery of the world* 
and to help free the recuperative forces already in motion 
in the United States from retarding influences abroad.” 
This was the Hoover idea. 

It did seem to us across the Atlantic that the Germans 
were unusually stupid in pressing the Anschlusi with 
Austria, parading the Stahlhdm, and announcing a second 
“ pocket battleship ” in a period of such crisis. It did seem 
that the F rench were incredibly small in withholding their 
support of the plan through sixteen anxious days, while the 
economic structure of the so-called civilized world and the 
political structure of Continental Europe swayed back and 
forth toward the angle of break. These things probably 
have lost their importance, if they haven’t, the historian 
will take care of them. He will also leave a record of 
the fantastic fortnight that followed France’s deferred 
assent— statesmen and bankers came and went, here, 
there, and everywhere. 


And thick and fast they came at last, 
And more, and more, and more. 


Luther on the wing, to London, Basle, Berlin and Basle ; 
Montagu Norman on his heels; Henderson in Paris 
Snmson m Rome, with Mellon joining him in Paris from 
the Riviera ; Briining to Rome and to Paris-and finaUy 
heir trek to London on July 20 to attend a conference at the 
^.vitatioo of the British Government, exactly one momh 
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after t&e President of the United States had made his 
offer. I 

The Conference met, discussed matters for three days, 
and rose — ^without breaking up. This alone waS an achieve- 
ment, for its powrers were uncertain, its terms of reference 
were vague, and the atmosphere was charged with bitterness 
and recrimination. But what is more, the Conference made 
certain definite proposals : one led to a six months’ mora- 
torium on German short-term private debts arranged by 
a committee from private financial institutions of the credi- 
tor countries ; the other resulted in a summary study of 
Germany’s financial situation, with particular reference 
to the conditions under which long-term lending might 
be resumed. The report deplored the lack of confidence 
among nations, suggesting an economic rapprochement 
between Germany and France ; it called attention to the 
growth of tariff barriers as an impediment to international 
trade, and urged a reconsideration of the problem of inter- 
governmental debts. Thus the committee of bankers gave 
back to the statesmen the task which the statesmen , at 
London had put upon them. A month had been lost, but 
by this procedure much more was gained ; and what first 
looked like an evasion of responsibility on the part of the 
Conference turned out, in the end, to be a stroke of genius. 

Mr. Hoover’s offer had been well received both in this 
country and abroad. Even the French authorities, while 
resenting the way the plan was pushed at them, did not 
look with disfavour upon the proposal itself. It provided 
relief at a tense moment in the affairs of international 
finance, and it encouraged a hope abroad that the United 
States might go still further toward cancellation of debts 
and membership in the League of Nations. This expecta- 
tion was increased when Messrs. Stimson and Mellon 
attended the London Conference, not as “ unofficial ob- 
servers ” nor in any other such ambiguous capacity, but 
as accredited representatives of the American Government ; 
and it swelled perceptibly, during the Manchurian crisis 
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of October, when Mr. Prentiss Gilbert was instructed by 
Washington to sit with the Council of the League. These 
incidents seemed to mark a change in the spirit and tech- 
nique of American foreign policy. Hoover, long reined in, 
had taken the bit in his teeth and had started down the 
road. So it may have appeared; but the inference is hardly 
justifiable. For Woodrow Wilson started down the road 
alone twelve years ago, with disastrous results, and it is 
doubtful whether any other Chief Executive of our genera- 
tion, in his senses, would be willing to try the same course 
again. Indeed, when Congress meets in December and 
the President is called to account (as he undoubtedly will 
be), many of Hoover’s best friends want him to make it 
clear that the London appointments and the instructions 
to Gilbert were employed as the only means to meet the 
worst crisis in the great depression, and that there is no 
thought of following their implications any further. That 
ought to be a satisfactory explanation of the status given 
to Mr. Stimson and Mr. Mellon ; but it will not be so 
easy to justify Mr. Gilbert’s role at Geneva. For his 
appointment was not a thing by itself ; it followed assur- 
ances by the Secretary of State that the United States 
stood ready to “reinforce” the League in the Manchurian 
matter. In 1919, when the Covenant of the League was 
being drafted in Paris, a certain distinguished statesman 
observed that, in his opinion. Article 10 was dangerous. 

“ Either it means something revolutionary in international 
affairs, or else it means nothing. In either case it should 
be left out.” The use of the word “ reinforce ” is subject 
to the same objection. Just how, if you were a drafting 
clerk in the Secretariat at Geneva, would you translate that 
word into French ? And would you be sure that the French 
verb you chose correctly carried the same admixture of 
mihtary, economic and moral horsepower that Mr. Stimson 
had m wnd when he used it ? More wiU be heard 
of this Geneva incident before Congress adjourns next 
sprmg. 
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In the New Tork ‘Tribune of October 13 Walter Lip^ 
mann shrewdly suggested the possibility of projecting this 
“ action ” on to another plane : 

The precedent thus established (he wrote) is more than ample for 
reaching an excellent understanding with M. Laval when he arrives. 
M. Laval will not expect us to ratify the Covenant, and no informed 
Frenchman is asking the United States to sign a diplomatic blank 
check. But if the Administration is able to point to the Manchu- 
rian action as a precedent, and to say to France in terms which satisfy 
the French instinct for lucidity that the precedent can be relied 
upon in the future, it should be possible to make immense progress 
in the reduction of armaments and the stabilization of Europe. 

If this intimation was given to M. Laval by Mr. Hoover, 
it evidently did not work as a substitute for a security pact. 
Being unwilling to accept the one, and being unable to get 
the other, M. Laval seems to have decided to let well 
enough alone. Indeed, his position is even happier than 
that, for first among the souvenirs of his flying trip to the 
United States he cherishes Senator Borah’s incredible and 
lovely gift — the Senator’s admission that French armaments 
and French security are matters to be gauged by the judg- 
ment of France alone. 


III. 

“ ^ I ^HE question is,” said Humpty Dumpty, “ which is 
X to be master — that’s all ? ” The answer is — France. 

On October 25 President Hoover and M. Laval issued a 
communique, stating that they had “ canvassed the economic 
situation in the world, and the trends in international rela- 
tions bearing upon it ; the problems of the forthcoming con- 
ference for the limitation and reduction of armaments ; the 
effect of the depression on payments under inter-govern- 
mental debts ; the stabilization of the international exchanges 
and other financial and economic subjects.” They laid 
stress upon “ the importance of monetary stability as an 
essential factor in the restoration of the normal economic life 
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in the world, in which the maintenance of the gold standard 
in France and the United States will serve as a major 
influence They felt that before next June some agreement 
regarding inter-governmental payments “ may be necessary 
covering the period of business depression,” and they 
thought that the initiative in this matter “should be 
taken at an early date by the European Powers principally 
concerned within the framework of agreements exiisting 
prior to July i, 1931.” The United States thus turns 
over to France the initiative with regard to inter-govern- 
mcntal obligations, holds out the possibility that Allied 
debts due to the United States will be reduced once 
reparations have been scaled down, and abandons the idea 
of making progress in the near future in the matter of dis- 
armament. In return France appears to agree to stop 
drawing gold out of New York except in orderly fashion and 
for substantial reasons. These conclusions are open to no 
other interpretation than that the United States abdicates, 
in favor of France, the position of leadership which she 
assumed on June 20 through Hoover’s proposal for a 
moratorium. France evidently wants the power which 
such a position brings : so in that respect M. Laval won 
a striking victory. It must be set down as a rather empty 
triumph, however, for, if one thing is clear, it is that the 
United States is quite prepared to surrender leadership to 
France or to any other appropriate and responsible govern- 
ment. 


For the past ten years, or to be more exact, ever since 
the funding of the British debt to the United States, the 
policy of Washington has, in the main, moved along 
parallel lines with that of London. If Germany and 
France were at variance with each other over the Ruhr, 
reparations, or the German-Austrian customs union, the 
Anglo-Saxon countries were inclined to support the 
German point of view. So far as the United States was 
concerned, this policy was expressed in public opinion 
rathe^r^than in governmental action ; but whenever private 
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American citizens served on European committees formed 
to deal with European problems, they tended to listen 
sympathetically to Germany’s complaints, and to act as a 
restraining influence upon French demands. England and 
the United States, officially and unofficially, pursued their 
separate courses of action under a set of common principles. 

The extreme case, of course, occurred in June, when 
the plan for a one-year moratorium was devised and 
announced pursuant to an agreement between American 
and British authorities, without consulting Paris. At that 
signal France displayed an unexpected independence. Her 
financial position had become strong, her industrial position 
was not weak, her diplomatic position on the Continent 
was solid. For more than a fortnight she held the rest 
of the world in suspense while she exacted certain modifi- 
cations in the Hoover plan to meet her views. The decision 
of the World Court against the German-Austrian customs 
union gave her encouragement : the visit of Briining to 
Paris strengthened her sense of power. Then London 
began to feel the effects of a run on her gold and, in the 
end, had to suspend the gold standard. The American 
people received this announcement “ more in sorrow than 
in anger.” Banks with London credit balances took their 
losses in good spirit. It seemed to be the general feeling 
that England had once restored the pound to par by sheer 
force of will ; but that the burden of keeping it there had 
become too heavy for her to sustain. Such was the 
friendly personal view. But common sense suggested that 
the financial objectives of the United States and England 
might no longer be the same : and that it would be illogical 
to continue a now uncertain partnership to the further 
alienation of French goodwill. It is doubtful whether 
Hoover and Laval did reach, or ever could reach, a partner- 
ship in the Anglo-Saxon sense of the term ; but it is certain 
that they arrived at a modus vivendi under which the next 
chapter of reparations and war debts will be written. 

The better informed opinion in the United States has 
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fonnd an exc^ent spokesman in Mr. Thomas W* Lamont^ 
of J. P. Morgan and Co. In the Saturday Review of 
Literature of October 31, 1931, in the course of a criticism 
of Dr. Schacht’s new book, he summarizes the situation 
as it stands to-day : 

There must be some common ground of agreement that the 
German and the French people can and eventually should reach 
. . . TTiere must be some figure of reparation payments that the 
Germans themselves should be moved to propose ; a figure not so 
unreasonably small as to deserve the contempt of the creditor 
Powers, not so large as to be beyond the assured capacity of the 
German people to pay ... It now becomes the prime business 
of the European governments to undertake to settle the question 
of reparations, and that without American initiative . . . Cer- 
tainly, after the sensational events of the last few weeks, especially 
Great Britain’s suspension of the gold standard, no sensible American 
can have serious question that the Administration at Washington 
will be prepared to receive with an open mind any fresh proposals 
of a constructive nature that emanate from the governments of 
Europe. 


Mr. Lament certainly voices our better opinion and he 
probably forecasts correctly what Congress in the end will 
do. But Mr. Hoover will have no easy time of it when 
Congress reconvenes in December. First of all, the House 
of Representatives is likely to be Democratic. As the 
result of five bye-elections held on November 3, the 
Opposition party can now claim 217 members, the 
publicans 2 i 6, and the Farmer-Labor party i. A seat in 
the fifth New Jersey District is to be filled on December I 
and the one remaining vacancy, a New Hampshire seat, 
wiU be decided on January 5. The probabilities are that 
he Democrats, having a nominal majority, will be asked 
to or^nise the House: and that the balance of power 
will he with the one representative of the Farmer-Labor 
party. 

Moreover, when M. Laval Snally approaches the American 
Government w.th a new plan involving the payment of 
man reparations (or their non-payment!) he will find 
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more hostility to his suggestion of a corresponding reduc- 
tion of Allied debts to the United States than he has 
been led to expect. The joint communiqtU which he and 
Mr. Hoover put out at the conclusion of their conver- 
sations, suggested that Washington would entertain the 
idea of some reduction. Perhaps further details were 
privately and tentatively agreed upon. But at the same 
time one cannot help deploring the appearance in 
VInformation of an article by Count Fernand de Brinon, 
who accompanied M. Laval on his Washington visit : 

It can be affirmed, in effect (he writes), that Mr. Hoover has 
agreed to confide to France the task of discovering in the general 
interest, a new settlement of reparations ; and that in exchange for 
this settlement he has engaged himself to support before Congress 
an equivalent reduction in debts owed America. 

The Treasury of the United States is confronted with 
the staggering problem of meeting a deficit of over 
$2,000,000,000 for the current fiscal year. Congress will 
be badgered with demands for relief on an unprecedented 
scale. Whatever may eventually be decided in Washington 
with regard to war debts owed to this country. Congress 
will not cheerfully accede to the necessity of revising or 
cancelling these obligations, and will doubtless show their 
resentment at the fact that Mr. Hoover gave to M. Laval 
the concrete assurance that he is alleged to have given. 

So . . . under the new dispensation, France and the 
United States will co-operate to maintain the gold standard, 
and France will take the lead among European nations in 
arranging what is hoped to be a permanent settlement of 
the problem of reparations. The United States will give 
friendly consideration to corresponding suggestions con- 
cerning war debts. 
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IV. 

A s for the question of disarmament, it seems that Mr. 

Hoover and M. Laval have laid it on the table to 
await a more propitious season. 'Vhdi communiqtU stated that 
the task of the Disarmament Conference in 1932 would be 
“ the organisation on a firm foundation of permanent peace.” 

We have been slow to realise that nothing can compel 
Germany to pay reparations against her will ; even more 
slowly have we learned that nothing, in the last analysis, 
except their free consent, can compel debtor governments 
to pay their obligations to the United States. But, if it 
is now too late to trade these debts against disarmament, 
it is not too late nor too much to look for a voluntary 
proposal in this respect from France. 

But even without this, permanent peace can be con- 
siderably advanced at the Conference in 1932, or before 
it, or at any time that statesmen really care to advance it. 
No admirals are needed, and no statistics : but a brief 
agreement among the principal nations that from now on 
they will collect their taxes in two assessments. The first 
would require the tax-payer to make his annual contri- 
bution to the expense of past, present and future wars ; 
the second would fix his payment for the constructive 
activities of his government. No statesman who professes 
to prefer a regime of peace to one of war could honorably 
refuse to enter such an agreement. And the fellow who 
pays for it all, learning for the first time that sixty-five per 
cent, of his tax was to be paid under the first assessment, 
and only thirty-five per cent, under the second, would 
shortly, at the polls, have something of moment to say to 
his governors on the subject of disarmament. In all 

hiTminr '' 

The United States of America, 

November 6, 1931. 
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I. The Fall of the Pound 

W E have passed through another three months of 
the world-crisis and, like the Abbe Sieyes, some 
of us may say nous avons v/cu with a certain air of 
thankfulness. At least the predictions of the darkest 
prophets who foresaw the imminent collapse of Western 
civilisation have not yet been realised. The evil of the 
day has indeed been more than sufficient, but there may 
perhaps be ground for hoping that the climax of the 
economic tempest has been reached, if not passed. In any 
case, it can do no harm to strain the eyes in the blackest 
hour to discover whether some faint ray of dawn may not 
be discernible. 

When the last number of this review went to press, the 
inexorable advance of the depression had pushed Germany 
and central Europe to the edge of the abyss. The London 
Conference, hastily convened to meet the crisis, had failed 
to find any radical remedies. Though it took measures for 
propping German credit by extending the loans which could 
not be repaid, it did nothing to remove the causes which 
had brought about the breakdown of international credit 
and had destroyed the foundations of confidence. As these 
causes still persisted, their paralysing eflFects steadily 
spread through the arteries of the world’s financial system, 
until finally they reached its heart, the City of London. 
For the first time in modern history it was unable to meet 
its obligations. Just as banb all over the world could not 
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realise their assets in order to meet the panicky withr 
drawals of their clients, so finally the hub of the banking 
universe failed to stand the unprecedented strain to which 
it was subjected. The whole of Europe was shaken by the 
threatened failure of Germany, Austria and Hungary. 
Heavy calls were made on London by depositors who 
vnshed to reinforce their liquid assets to meet sudden 
liabilities. The run stimulated the fears of many abroad 
who had seen England’s economic situation painted in 
funereal colours by certain French observers widely regarded 
on the Continent. These fears found confirmation in 


an increasingly unfavourable trade balance, and seemed 
to be finally clinched by the alarmist findings of the May 
Report, which was recklessly published at the psychological 
moment, when London was called upon to meet the full 
blast of the July crisis. No doubt this astonishing step was 
taken with the laudable intention of arousing the British 
public to the dangers of its internal situation ; but 


unhappily the contents of the Report, and still more the 
lurid commentaries of the London press, were blazoned 
over the five continents at the very moment when foreigners 
were looking to their British holdings with growing anxiety. 
Thus the run became a rush. Gold began to drain away 
from the Bank of England in August as it had drained away 
from the Reichsbank in July, in spite of the seemingly 
mcredibk fact that Great Britain, so far from being 
impoverished like Germany, remained by far the greatest 
creditor country of the world. Her investments abroad 
bore a nominal value of ,^4,000 miUions, and were calcu- 
lated by the Economist as being actually worth /e.uo 
millions at the end of July. But aU these immense resources 
could not be mobilised to stem the outflow of gold. The 
short-term loans frozen in central Europe were equally 
eyond recall. A political crisis supervened, and a NaLmd 
Government was proclaimed. Loans to the extent of 
States°^h^ obtained from France and the United 
State^at high rates of interest. The budget was drastically 
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balanced. The firmest intentions of maintaining the gold 
standard were announced and the perils of its abandonment 
startlingly depicted. But none of these things stopped the 
rot. The flight from the pound, perhaps artificially assisted 
by deliberate efforts abroad to weaken it for speculative 
or political purposes, could not be arrested. On Septem- 
ber 21 the Bank of England was authorised by Act of Farlia- 
ment to suspend gold payments. England had left the gold 
standard, of which she had always been the principal 
advocate and support. 

The repercussions of this tremendous event throughout 
the world cannot yet be assessed. It may at once be noted, 
however, that they have not produced the anticipated 
cataclysm. Thanks to the innate good sense of the English 
people, fortified by a seasoned distrust of the prophecies 
of their politicians and their newspapers, there was no 
trace of panic. Business continued as usual. There was 
no scramble to withdraw money from the banks or to hoard 
bank notes in stockings. The pound bumped sedately 
down to 1 6s., and rested there placidly in spite of the 
alarums and excursions of a singularly unedifying election. 
By degrees the catastrophe which had been the subject of 
so much dark foreboding was seen to foreshadow substantial 
reliefs. It might provide the lever for lifting a burden of 
debt which had become intolerable to the taxpayer and a 
burden of costs which had long been weighing heavily on 
industry and agriculture. Though some prices would neces- 
sarily move upwards, it became quickly apparent that the 
devaluation of the Irish, Australian, Canadian, Indian 
and Scandinavian currencies would largely guarantee the 
urban population against any meteoric rise in the cost of 
living. The fall of the pound offered a better chance for 
the manufacturer and the farmer, a prospect of reducing 
unemployment and an automatic method of redressing 
the trade-balance. In a hopeful but determined spirit 
England soon began to adapt herself to the new economic 
order with a cheerful philosophy peculiarly her ovy^n. 
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When the election gave it an opportunity of ej^rMMlig 
its mind, the country did so in an altogether unmistakable 
manne r. It was resolutely decided to play for safety until 
all danger was over, by entrusting government not to one 
party, but to the strongest combination that could be 
found, and by thus giving irrefutable evidence of solidarity 
to the world. The Government was given a mandate 
by the largest majority in English history to frame and carry 
out a national policy of reconstruction irrespective of all 
party creeds and shibboleths. The new Administration 
was charged to do the work, which the Coalition Govern- 
ment was empowered, but mostly failed to do, in the years 
following the war. It may be hoped that it will prove 
worthy of the nation’s expectations, but in any case the 
imposing spectacle of such a large measure of national 
unity produced an immediate effect on the whole situation. 
Confidence in the future of Great Britain, which had been 
badly shaken in August, and profoundly disturbed in 
September after the naval strike, was restored at a blow 
on October 27. The fear that Bolshevism was about to 
triumph, which was widely and sincerely entertained in 
foreign circles, evaporated over-night. Not only was 
England’s belief in herself renewed, but she once more 
became an element of stability in the general crisis instead 
of an element of doubt and uncertainty. 

The climax having been produced by Great Britain’s 
departure from the gold standard, a first and important 
step towards restoring the world’s equilibrium was thus 
taken by Great Britain’s energetic effort to put her own 
house in order. Its moral effects at home and abroad may 
do much to counteract the psychological influences making 
for panic and pessimism, which are perhaps the most 
ominous and intractable factor tending to aggravate the 
crisis everywhere. But, though this is an invaluable be- 
ginning, the actual financial and economic problems still 
remain to be solved. The external effects of England’s 
departure from gold cannot yet be gauged with any 
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certainty. The devaluation of foreign holdings in ^aterling 
will injure a large number of foreign individual^ and some 
foreign governments. On the other hand, a larger number 
of individuals and of governments, whose bonds are in 
sterling, will be relieved of their burden to the extent of 
perhaps 20 per cent. Gauntries dependent to any con- 
siderable extent on exports to England, or on British 
tourists, will suffer considerably, unless they conform 
to the new pound, as some have already done, and others 
may be forced to do in the near future. All these con- 
sequences are obvious enough, but the commercial effects 
are much more difficult to appreciate. As long as wages 
do not rise, the British manufacturer will probably be able 
to sell his product abroad at a considerably lower figure, 
in spite of the added cost of most raw materials. British 
coal, textiles, steel and machinery will have an oppor- 
tunity of recovering much of their lost ground in foreign 
markets. G)nversely, the enhanced value of all imported 
articles will enable British goods to oust foreign produce 
in many branches of the home market. But exactly how 
far can this double process go ? If it had been initiated in 
normal times, it may well be supposed that British trade 
would have recovered something like its natural expansion, 
and at the same time its natural equilibrium, without great 
difficulty ; but can that be expected to happen in the 
depths of a particularly deep depression ? Will not our 
foreign customers try to keep as many of their own people 
employed as possible by excluding British goods by higher 
tariffs, especially those who can no longer sell their own 
goods in the British market ? In other words, will not they 
adopt the reasoning upon which the case for tariffs is 
based by its advocates in this country ? Ginada has 
already set an example by levying duty on British goods 
at the old parity value of sterling. Protective measures 
are being discussed in Holland and Norway to meet the new 
British competition. Germany has in any case been com- 
pelled by her financial troubles to reduce aU imports to the 
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minimum. Other countries may follow suit. If trade had 
been plentiful, such defensive measures would have been 
much less likely; but the smaller its volume, the more 
strenuous will be the efforts of every country to retain as 
large a proportion as possible for its flagging industries. 
One of the most marked features of the crisis is the dwind- 
ling of international trade as a whole. • 

We are therefore brought back inevitably to the conclu- 
sion that nothing but a general recovery will restore 
British commerce to a satisfactory level of activity. Though 
its situation will in all probability be substantially improved 
by the devaluation of the pound, its full benefits cannot 
be reaped as long as the slump continues. A general 
tariff might stimulate for a time the production of certain 
goods for the home-market, but would undoubtedly provoke 
retaliation which would severely injure our export trades. 
However illogical the threats of the French Minister of 
Commerce may appear at a time when France is restricting 
imports by high duties and contracting quotas, there is 
little doubt that a British tariff would be met by French 
reprisals, and France would not be the only country to 
adopt such measures. Solid prosperity cannot be con- 
jured back to British industry by any purely British action. 
Neither devaluation nor protection can weave the spell 
separately, still less in combination. Great Britain can 
only prosper as a great centre of international commerce 
and finance. Until, therefore, there is a world-wide 
recovery, amelioration of Great Britain’s position can only 
be partial and inadequate. We must, therefore, turn our 
view outwards to estimate how far the prospects have 
altered for better or for worse during these three months, 
while London has been in the eye of the storm. 
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II. The International Outlook 

I N tlie last number of this review* it was pointed out 
that the basic causes of the depression were to be found 
in the series of maladjustments, economic, commercial, 
financial and political, under which the post-war world 
had laboured. The uneconomic manifestations of “ econ- 
omic nationalism,” worting through tariffs, subsidies 
and other protective measures, had choked the flow of 
international trade at a time when enormously increased 
productive capacity, both in industry and agriculture, 
made the free interchange of commodities between nations 
more than ever essential, if consumption was to keep pace 
with production. These evils tended to create a maldis- 
tribution of capital, which was greatly aggravated by the 
burden of war debts and reparations on the one hand, and 
by the failure of France and the United States, since 1929, 
to use their credit balances for maintaining and developing 
the economic activity of the countries most in need of 
money. As a result, political disturbances, largely due 
-■o impoverishment and unemployment, broke out in 
many of these countries, particularly in Germany, South 
America and India. These revolutionary movements 
still further reduced confidence and caused the purse 
strings of possible lenders to be drawn tighter than ever. 
Thus, by the time the German crisis occurred in July, 
the vicious circle was complete. The bankers blamed the 
governments and the governments blamed the bankers ; 
but it was clear that the last word must rest with the 
statesmen. No financial action could any longer avail 
to restore the movement of money, raise commodity prices 
and start the upward trend towards recovery. None of 
these things was possible until the fears of internal and 
• See The Round Tabde, No. 84, September 1931, p. 769. 
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international upheavals could be allayed, and that meant 
little less than a complete revision of the virar settlement, 
under which the world had been uneasily ploughing its 
way forward since i^i8, and the establishment of effective 
international co-operation alike in the political, financial 
and commercial fields. 

The correctness of this analysis was largely confirmed 
by the report* of the powerful committee set up by the 
Bank for International Settlements under the chairmanship 
of Mr. Albert H. Wiggin of the Chase National Bank. 
They stated their view that without the restoration of 
Germany to economic health, there could be no escape from 
the bog of falling prices and shrinking confidence for the 
rest of the world. But for Germany’s recovery, two 
conditions were essential, the removal of political dangers 
and the lightening of her burden of indebtedness. 

'I'he body of the world’s commerce, whose vitality is already 
low, has suffered a severe shock in one of its chief members. This 
has resulted in a partial paralysis which can only be cured by restoring 
the free circulation of money and of goods. We believe that this 
can be accomplished, but only if the governments of the world will 
realise the responsibility which rests upon them, and will take prompt 
measures to re-establish confidence. Their action alone can restore 
it. We tliink it essential that, before the period of prolongation of 
credits recommended by the London Conference comes to an end, 
they should give to the world the assurance that international 
political relations are established on a basis of mutual confidence, 
which is the situ qua non of economic recovery, and that the inter- 
national payments to be made by Germany will not be such as to 
imperil the maintenance of her financial stability. 

Taking the state of Germany as their text, the Bankers’ 
Committee further insisted on two general conditions 
without which there can be no expectation that the depres- 
sion will pass. First, the normal process of investment 
must be resumed “ with a well-defined economic purpose 
in view — -namely, an increase in the purchasing power of 
the world.” Secondly, the elimination of the present 
* Signed on August i8. 
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contradictoiy state of affairs, -which “ involves the annual 
pajrment of large sums hy debtor to creditor countries, 
while at the same time putting obstacles in the way of the 
free movement of goods.” 

The prospects of a general recovery, -with which the 
recovery of Great Britain is indissolubly linked, may be 
judged by the prospects of this simple but formidable 
programme, laid down by ten men representing the banking 
systems of the ten strongest financial countries. Incident- 
ally, it may be remarked in passing, that it is a real advance 
that there should now be international machinery which 
permits of common principles of financial policy being 
worked out and authoritatively stated by leading financiers 
drawn not only from Europe, but also from the United States 
and Japan ; further, that even the formulation of such a policy 
is a light in the prevailing darkness. Unfortunately, its 
execution does not, in the main, rest with those who drew 
it up. The primary condition for its success is action by 
governments to remove the political malaise, from which 
ultimately flow the hesitancy of capital to perform its 
ordinary functions, and consequentially the general shrinkage 
of purchasing power. It is as true now as three months 
ago that the main exit from the impasse lies through the 
political door. The international situation must therefore 
claim first consideration in any estimate of the hopes of 
economic revival. 

At a first glance, it cannot be said that the outlook has 
changed substantially for the better between July and 
October. The British crisis had the effect of seriously 
weakening for the time being, one of the most powerful 
influences for stability and reconciliation in Europe. 
Whatever its faults in other respects, the Labour Govern- 
ment had exerted a steady and successful pressure in the 
direction of peace and disarmament. Its efficacy may 
readily be judged by the exultation which greeted Mr. 
Henderson’s downfaU in those French circles which have 
been most actively hostile to a conciliatory attitude towards 
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Germany and to the Disarmament Conference. No doubt 
Mr. Mad)onald had no intention of altering the general 
policy, which he had pursued as Prime Minister for two 
years, but for a time, British influence abroad was paralysed 
by the internal crisis. The new Foreign Secretary was 
so deeply occupied with the financial and political problems 
of the moment, that he had little time to devote to the 
broad questions of international policy, and was unable 
to attend the Assembly of the League, During those 
weeks, things did not stand still, and the disappointing 
results of the discussions at Geneva were ascribed by many 
to the absence of a clear and authoritative lead from 
Great Britain. These temporary incapacities have now 
been removed, and this country is once more in a 
position to play a leading role in world affairs. All 
parties are united as to the broad outlines of our foreign 
policy. Though they may not be all equally fervent in 
their advocacy of disarmament, or equally aware of England’s 
vital interest in securing continental stability, the false 
antithesis between imperial development and the cultivation 
of our European markets is not likely to obscure the 
tremendous issues which have now sprung to life, and 
which are bound to affect our national future profoundly. 
If there is no rapprochement between France and Germany 
there will be steadily growing estrangement. If there is no 
first step towards general disarmament next year, the signal 
will have been given for general armament. The result 
of either or both of these eventualities must be to aggravate 
the existing nervous apprehension, to postpone complete 
economic recovery indefinitely, and in all probability to 
prepare a new conflagration against which no cloak of 
isolation will afford any certain protection to these islands. 
At such a momentous time, British statesmanship ma y 
be called upon to play a decisive part. The exaggerated 
conclusions drawn abroad as to the solidity of England’s 
financial power are now being quickly dissipated. The 
abandonment of the gold standard naturally produced a 
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worM-ivide shock, bat comprehension is now ' dawning 
abroad that, so far from the sensational anticipations of 
England’s decline and ultimate fall being realised, the 
revaluation of the pound may prove to be the first tonic 
needed to restore British commercial and financial 
vitality, which has been so conspicuously subnormal ever 
since the war. The time is therefore propitious for 
re-establishing complete confidence in England’s future 
action by demonstrating once more her capacity for leader- 
ship in international affairs. 

While the prospect was momentarily darkened by the 
temporary relaxation of British effort, it was brightened 
by the gradual emergence of the United States from isola- 
tion. The serious position of their industrial and financial 
system brought forcibly home to the American public that 
they too could not look for recovery by their own endeav- 
ours alone. Prices and production continued to fall ; 
unemployment continued to rise. The budget deficit for 
the year ended June 30, 1931, amounted to the formidable 
sum of $516,000,000, after deducting sinking fund pay- 
ments, while the outstanding public debt had increased by 
$616,000,000.* Nearly 3,000 banks closed their doors, 
with the result that public confidence was undermined and 
withdrawals took place on an alarming scale. It was said 
that the only flourishing industry in the United States 
was the manufacture of safes and cash-boxes. These events 
convinced not only the financiers, who probably needed no 
convincing, but also the White House, that the American 
Government must throw its weight into the scales in order 
to promote political and financial stability in Europe, with- 
out which there could be no solution of its own troubles 
before the Presidential Election next autumn. We have 
accordingly witnessed three very notable events ; first, the 
participation of an American delegate in the discussion of 
the proposed truce in armaments in the Third Committee 
of the Assembly of the League ; secondly, the presence of 
* The Economist, August i, 1931, p. 28. 
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an American repreaentative at the sittings of the Conncil 
called to deal with the Sino-Japanese quarrel; and, thirdly, 
the visit of M. Laval to Washington at the invitation of 
Mr. Hoover, to be followed by a similar visit from Signor 
Grandi. There is no mistaking the general purport of 
these things. While it would be a gross error to suppose 
that the United States was on the point of joining the 
League or of taking sides in European politics, neverthe- 
less her attitude of detachment and self-imposed solitude 
has come to an end. Everyone who has the cause of peace 
and disarmament at heart must heartily welcome this 
change, for without American aid no political or financial 
resettlement is possible. 

But what of France and Germany, who still constitute 
the hard core of the problem ? As Lord Cecil has said, the 
establishment of harmonious relations between them would 
at once remove 75 per cent, of our troubles. The basic 
condition of recovery postulated by the Bale bankers would 
be fulfilled, and the world would begin to breathe more 
freely. Unfortunately, there are few reassuring signs to 
be discerned. Germany’s position remains as precarious 
as ever.* Another extension of her short-term credits has 
inevitably been granted, but at the time of writing no real 
step has been taken to put German finances on a sound 
footing. The French visit to Washington has disappointed 
the expectation that it might produce some joint plan for 
scaling down debts and reparations. Failing this, Ger- 
many will continue to hang like a sword of Damocles over 
Europe. She is attempting to meet her foreign obligations 
by the only method open to her, namely, drastic restriction 
of imports and stimulation of exports at low prices. This 
means widespread unemployment and depressed standards 
of living within the country, the shrinkage of the German 
market for the goods of other countries, and the intense 
competition of German goods with those of other countries 
abroad. It is characteristic that during the first six months 

• For an account of the aituation in Germany, ,ee page 71. 
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of this year our exports to Germany declined by 50 per 
cent, as compared with the same period in ,1929, while 
British imports from Germany ^minished by about 
10 per cent. only. The British experience is tlut of a 
number of other countries. Germany is buying a favour- 
able trade balance as the only means of paying her debts 
at the price of severe privation, which has rendered a 
critical internal situation stiU more critical. Parliamentary 
institutions have been practically suspended since Dr. 
Briining obtained a blanket authority to govern by decree 
by a bare majority of 25. The Hitlerites and the Com- 
munists are still gaining ground at the expense of the parties 
of moderation. Everyone is asking the question whether 
the Government can see the winter through without an 
upheaval. 

The answer probably lies with France, but as yet there 
has been little indication of any change in temper there. 
The Berlin visit of M. Laval and M. Briand produced a 
slight relaxation of tension, but no tangible result, except 
the creation of a joint industrial commission, which cannot 
approach any of the fundamental problems. The moment- 
ary improvement of French feeling was quickly obliterated 
by the Nationalist demonstration at Harzburg, which 
revived French fears and distrust in aU their intensity. 
It is true that the death of the Customs Union with 
Austria has removed one bone of contention ; but as its 
demise was due to French financial pressure, its burial has 
been an added cause of bitterness in Germany without 
creating any sense of greater confidence in France. The 
burning questions of reparations and disarmament have 
not been touched, to say nothing of the wider problems of 
Treaty revision. On all these matters the attitude of the 
French Government and of the bulk of French opinion is 
still apparently adamant. M. Laval’s declarations at 
Washington, the speeches of M. Maginot, the attitude of 
the French delegation to the Italian proposal for a truce in 
armaments at Geneva, all seem to suggest that France is 
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disposed to rety on her mUitary and financial power to 
maintain the status quo at any cost, even if it involves a 
revolution in Germany. The only circumstance which 
might apparently modify this intransigent position would 
be the consent of the United States to enter into a con- 
sultative pact, or at least to agree to withhold all support 
from a nation declared by the League to be the aggressor. 
Without some such reassurance it is difficult to see how 
French apprehensions are to be sufficiently allayed to allow 
of any effective measure of disarmament, through which the 
main road to restored confidence now lies, for without it 
there can be no real understanding between France and 
Germany. It might be thought that, after co-operating 
with the League in dealing with the Far Eastern dispute, 
Mr. Hoover would consider that such a request did not 
greatly exceed the limits which American policy had 
already reached ; but Senator Borah’s denunciation of 
military or economic sanctions is not of good omen. The 
League’s intervention between China and Japan has now 
assumed capital importance for the future not only of the 
East, but also of the West. Every possible moral pressure 
has been exercised by the great nations of the world, 
jointly and severally, upon Japan. If the Japanese succeed 
in demonstrating that a country resolutely determined on 
aggression can defy international public opinion with 
impunity, the consequences will be far-reaching. The 
thesis that forcible measures for the prevention of war are 
unjustifiable because they are unnecessary, widely held in 
America and in some circles in England, is now being put 
to a crucial test. If the League fails to induce the retire- 
ment of the Japanese troops, the French argument that 
there can be no disarmament without an effective inter- 
national force will be greatly strengthened, and the whole 
system of mutual guarantees dangerously weakened. The fate 
of the Disarmament Conference now largely hinges on the 
success or failure of the Council, reinforced by the United 
States, to prevent an outbreak of hostilities in Manchuria. 
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m. The Conditions of Recovery 

F rom the foregoing survey it may seem that the 
political outlook is darker than ever ; and yet there 
are some silver linings which may be detected in th^ clouds. 
The very gravity of the economic crisis, to which political 
uncertainties have so largely contributed, is in its turn 
producing some favourable reactions on politics. There 
is hardly a country in the world which is not confronted 
with an actual or prospective budget deficit. By the 
inevitable operation of economic laws France is now 
threatened, as England was six months ago, with a wide 
gap between revenue and expenditure coupled with an in- 
creasingly unfavourable trade balance. Reference has already 
been made to the United States. As commercial activity 
declines, national revenues are shrinking everywhere. 
Fresh sacrifices are demanded of the taxpayer, which his 
own dwindling income makes him progressively unable to 
meet without further contracting the volume of pur- 
chasing power, and thus further slowing down the turn- 
over of business. Even the drastic reduction of salaries, 
wages and social services, with all the risks which it entails, 
offers no escape from this vicious circle. It can retard 
the deficitary process, but cannot arrest it. In these 
menacing circumstances governments are being forced, 
however reluctantly, to turn their attention to the real 
remedies. It is significant that Signor Mussolini, with 
characteristic directness, has openly demanded not only 
disarmament and the reduction of war debts and repara- 
tions, but even the revision of the Treaties. It is equally 
noticeable that Mr. Hoover has already curtailed naval 
expenditure and has now found a powerful counterpoise to 
the advocates of a bigger navy in the adversaries of higher 
taxation, a far more numerous body whose electoral power 
is considerable. It may be wondered whether M. Laval, 
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who will not sacrifice a single battalion to obtain relief 
from war debts, may not consider the sacrifice as a prefer- 
able alternative to increasing the burden of the taxpayer 
further. 

Finally, there is the international monetary problem to 
be faced. As long as the pound remains divorced from 
the gold standard, a major influence will be at work in 
opposition to the re-establishment of settled conditions. 
The French and American Governments have agreed to 
maintain the gold standard at all costs ; but can it be 
permanently maintained unless the pound is stabilised, 
and can the pound be stabilised unless there is a much 
greater measure of security for trade and investment abroad 
than exists at this moment ? There is no reason to 
suppose that the possible consequences of the devaluation 
of sterling have been by any means exhausted. Both as 
banker and trader, Great Britain plays so preponderant a 
part in the world’s economic affairs that the instability of 
her currency is a menace to everyone. She was forced to 
abandon the gold standard mainly on account of its failure 
to operate normally under post-war conditions, for reasons 
which were expounded with prophetic clearness in the 
Macmillan Report. Until there is some effective inter- 
national arrangement to ensure that it will function less 
capriciously in future, it is hard to see how the pound 
can be safely restabilised in relation to the franc and the 
dollar. It is on this point that aU parties in England are 
united in demanding an international conference to work 
out a fresh monetary basis for the world’s commercial 
transactions. There is still unremitting hostility to this 
idea in French and, to a lesser extent, in American circles, 
where the adoration of gold is still the orthodox religion. 
Only as the god’s fallibility is exposed by events, will it be 
seen to be necessary to create an international organisation, 
not for the blind worship of gold but for its rational utilisa- 
tion. That point has not yet been reached. No country is 
immune from the fatal effects of the complete dislocation 
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of the world’s economic macluner7, but its operation only 
becomes slowly perceptible. Until the measures needed to 
counter it are generally understood, a return to the gold 
standard would be hazardous. In the meanwhile it may 
be worth considering whether some arrangement cannot 
be worked out for fixing the exchange-rates between the 
currencies of the Empire as a first step towards general 
stability. Such a move might have important consequences. 

The fall of the pound from its pinnacle marked the 
culminating point in the logical evolution of the crisis. 
It must either precipitate a general catastrophe or 
compel the beginnings of a concerted and intelligent effort 
to build a new and more orderly world, based on the 
recognition of the mutual rights and essential inter- 
dependence of nations. The process will be long and 
difficult. It will require concessions and adjustments in 
the political field, demanding a wisdom and moderation 
for which the present generation has not been conspicuous. 
It will require the re-enforcement of the League machinery 
to render peace more secure than it is yet. It will also 
require the application of the bankers’ programme. As 
long as the competition in tariffs continues, there is no 
hope either of profitable business or of financial equilibrium. 
The free movement of goods is now hamstrung by national 
obstacles raised in the vain hope of achieving what no 
country can ever achieve — sl creditor position coupled with 
excess of visible exports over imports ; or the retention 
of the home market in an increasing degree for the domestic 
farmer and manufacturer coupled with the maintenance 
of a flourishing export trade. These simple yet difficult 
truths have still to be thoroughly digested, both in Europe 
and America, before any permanent bulwarks can be erected 
against future flood-tides of depression. As the bankers 
put it, “ financial remedies alone will be powerless to 
restore the world’s economic prosperity, unless there is a 
radical change in this policy of obstruction, and inter- 
natioiwl commerce — on which depends the progress of 
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dvilisatioii — is allowed to resume its natural development. 
The choice is clear enough. The world-wide economic 
machine which the twentieth century has brought into 
being cannot be worked on principles of unlimited national 
egoism without regard to the general interests of the 
world’s economic and political equilibrium. The present 
crisis has been brought about, because those interests have 
been ignored in certain countries, and will not be com- 
pletely lifted until there is general agreement that they 
must be given paramount consideration. 

The need for a thorough review of the international 
elements in the crisis is particularly urgent at a moment 
when signs of business revival are again becoming faintly 
apparent. The run on the banks in the United States 
seems to have been brought to a halt by Mr. Hoover’s 
guarantee fund. The readjustment of British costs by the 
return of the pound to an economic level is reducing the 
burden of unemployment, reopening channels for invest- 
ment and correcting the balance of British trade. The 
rise in the price of wheat, if maintained, promises to 
restore the purchasing power of the farmer, particularly 
in Canada and the United States. The upward move- 
ment of silver may reopen the markets of the East. If 
these favourable symptoms are encouraged by an attempt 
to remove the causes of international friction and malad- 
justment, they may develop into evidence of approaching 
convalescence. If, on the other hand, nothing is done to 
cure the international evils, recovery may be again nipped 
in the bud as it was in the early summer. Mr. Hoover and 
M. Laval have already publicly recognised that the real task 
of the Disarmament Conference is the restoration of peace 
and stability and have agreed to co-operate to that end. 
But the political cannot be separated from the monetary 
problem. Both must be tackled, either simultaneously or 
conjointly. To wait until February before anything is 
done, or even begun, involves the risk of fresh upheavals 
in central Europe, which may destroy the hopes of recovery 
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now making themselves felt. It is surely not beyond the 
means of the Government of this country^ armed with 
such an overwhelming mandate, to take the initiative in 
seeking a new foundation for the world’s credit and banking 
system, which in spite of aU the vicissitudes of the last 
month is still centred in the City of London. 
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RUSSIAN REALITIES : 

THE PROTESTANT RELIGION 


I. The Rise of Protestantism 

N othing so dearly shows the rapidity with which 
the old world is disappearing in Soviet Russia as the 
state of religion. On my first visit in 1923 I found atheism 
already rampant, especially among the young. It was, 
however, still possible to make out a case for religion, 
and even for maintaining its vitality. In town and village 
alike the church was still a conspicuous object, and the 
Greek Orthodox priest, with his flowing locks and his 
dangling gaberdine, was a no less conspicuous figure in 
local society. Attendance at services had, it is true, 
fallen off woefully, but there were still congregations, and 
• few churches — less than two per cent, of the whole num- 
ber — had closed. Country girls were seldom willing to' 
be married except by the priest, and although masses of 
peasants had given up going to church, they went on 
having their babies christened, and they always sent for 
the priest when there was a funeral. New religious sects 
had even sprung up— Protestantism especially seemed to 
be in for a new lease of life. In spite of the Revolution 
then religion was, on the surface, still flourishing. 

How utterly different is the scene to-day 1 In the towns 
the church ip no longer a landmark. No new ones have 
been built, and many of the old ones have either been put 
to new uses or pulled down to make room for other build* 
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ings. Tliere are, no doubt, enough Orthodox places of 
worship still functioning to accommodate the ever-dwindling 
number of the faithful, but the congregations are too poor 
to keep them in repair, and unless something unforeseen 
happens, they will soon have to be taken over by the State, 
if only to save them from collapse. The priest is rapidly 
disappearing, and the few who are still about are a sorry 
sight — old, shabby and decrepit. They are dying out 
and there is no one to take their place. In the course of 
my wanderings this year I did not come across a single 
young priest. The village girls no longer insist on being 
married in church, and christenings and religious funerals 
are going out of fashion. Look in any direction you like, 
you will find nothing but decay in the Greek Orthodox 
Church. All the old religions, indeed, are succumbing to 
the onslaught of the Revolution. Mahomedans, Roman 
Catholics and Jews of the older generation cling more 
tenaciously to the faith of their fathers, but their future is 
also dark, for they too are losing their young people. 

To this universal dibdcle I came across only one excep- 
tion — ^the so-called sects. I am speaking not of the mystical 
but of the rationalistic sects. They consist of common 
folk, chiefly peasants or labourers who, dissatisfied with 
the shortcomings of the old church, had, sometimes with 
the aid of some outside preacher, sometimes entirely on 
their personal initiative, set up religions of their own. Two 
outstanding examples are the Baptists and the Evangelical 
Christians, who between them have several million fol- 
lowers. These are the Russian Protestants, and they have 
contributed a stirring chapter to the religious history of 
their country — even, one might add, to the history of the 
Revolution itself. 

The career of Protestantism in the time of the Czars 
was a chequered one. It had its birth in martyrdom. 
It had no sooner made its appearance and shown itself 
capable of attracting converts than the Greek Church 
began to look upon it as an enemy and a rival, and to try 
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its best, with the help of the old government, to suppress 
it. But Protestantism would not be suppressed. It 
throve in spite of persecution. The Protestant flocks 
were primitive folk, just as Russia herself was a primitive 
land. Their faith, indeed, retained a good deal of the 
character of early Christianity. Its survival was in no 
sense due to organisation, or to the union of the different 
groups, but simply to the devotion of the individual. 
It saw in religion not merely ceremonial, but a way of life, 
a body of principles to guide man in his relations with his 
fellow-men and with the outside world. The Protestants 
read the Bible omnivorously, read, pondered and absorbed 
it. They taught each other to read so that they should 
all be able to study Holy Writ. Those who could not read 
had it read and expounded to them. Unlike the Greek 
Church, Russian Protestantism paid more attention to the 
meaning of religion than to its forms. Puritan to the core, 
it banned the use of tobacco, spirits, violence, abusive 
language, dancing, the theatre and other indulgences of 
the flesh. Yet its votaries were no ascetics. They did 
not shrink from what they regarded as legitimate earthly 
pleasures, and from their foreign brethren, chiefly Germans, 
they learnt modern methods of agriculture and the virtues 
of thrift, cleanliness and sobriety. They became, indeed, 
the most progressive farmers in Russia. “ Sectarians 
(the reference was to the Protestants),” writes a well-knoV^n 
Bolshevik atheist in a pamphlet attacking all religions 
alike, “ value highly literature on natural science and 
especially on modern agriculture.” Coming from an 
enemy, these words are significant. In the course of my 
own travels I found the land of the Baptists and Evangelical 
Christians better worked than that of their Orthodox 
neighbours. They also lived _a cleaner, more wholesome 
life and were better educated. 

Then came the Revolution, and with it freedom for the 
sects. Because their members were mainly peasants and 
proletarians, who had been persecuted in the old days, 
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ihef were regardel by tbe Communists as vvards of the 
Revolution and accorded rights and privileges « such as they 
had never enjoyed before. Tlie Bobheviks were at that 
time trying to break the power of the Orthodox Church, 
and, following their usual tactics of dividing the enemy’s 
forces, they were only too eager to enlist the help of the 
Protestants in discrediting Orthodoxy with the masses. 
In 1924 1 found, in city after city and village after village, 
the Protestants out in the open. Everywhere in the 
bazaars Evangelical and Baptist preachers were holding 
forth on the meaning of their faith, unmolested either by 
Soviets or Communists. In their local and national 
conferences both Baptists and Evangelicals passed resolu- 
tions thanking the Soviets for the consideration shown for 
their rights. In Moscow Seventh Day Adventists were 
allowed to hold a convention in the Third House of the 
Soviets itself. In Tzaritzin, now Stalingrad, the great 
industrial city on the Volga, and one of the revolutionary 
centres of southern Russia, a Baptist minister told me that 
the local Soviet was allowing him the free use of the city 
theatre on Sunday afternoons. He invited me home to 
meet his family and some of his flock, and as we sat round 
eating cakes and jam and drinking countless glasses of tea, 
his friends and he spoke with glowing satisfaction of the 
new hope that had come to their people in Russia. At last 
there was nothing to interfere with the free exercise of 
their religion ; Orthodox priests no longer spied on them, 
gendarmes no longer hounded them, and cossacks no 
longer dragged them to gaol, as in the days of the Czar. 
Baptists and Evangelicals were both quick to use their 
new-found liberty to emphasise the social side of their 
faith, which, on the surface at all events, was in harmony 
with some of the social objects of the Revolution. They 
formed clubs, co-operatives and mutual-aid societies ; 
they encouraged music and sociability, and they immedi- 
ately began to attract people. What they offered seemed 
to something quite new in religion — ^philosophy, good 
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feUowship, kindness, practical help, a new social porpoa^^ 
which, as already suggested, was in some ways akin to th^ 
of the Revolution — so at least it seemed at the time. Even 
the young, with all their distractions, found it worth their 
while to listen to the new word, and the Protestants did 
their best to win their ear. The law did not allow them to 
hold religious classes for pupils under eighteen, but it did 
not interfere with the organisation of clubs, picnics, 
festivals, musical gatherings, lectures and athletics. The 
young people indeed formed their own organisations — 
the Baptomol, for Baptist youth, and the Christomol, 
for Christian youth ; names with an obvious family 
likeness to that of the Communist youth organisation, 
the Komosol, an instance of the open way in which the 
Protestants copied the social technique of the Revolution. 
In their dealings with the young they always laid stress 
upon the importance of cultivating good habits — self- 
control, politeness, industry, chivalry to women, respect 
for elders, and friendliness towards strangers. So much 
so, indeed, that the Soviet press would now and then chide 
the Young Communists for lagging behind the Protestants 
in this respect. 

And so it came about — a. sufficiently remarkable pheno- 
menon — that, while all the other religions in Russia were 
losing ground with the new generation, the Protestants 
were not only holding their owm, but attracting converts. 
No wonder that Bukharin, at a conference five years ago, 
warned Young Communists that, unless they got busy, 
the Protestants would have more influence on Russian 
youth than they had. 

II. A Chance of Attitude 

W HEN the Bolsheviks realised how influential Protes- 
tantism was growing, they became alarmed. From 
one end of the country to the other one began to hear talk 
about the new enemy witWn the gates— an enemy which 
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{the old religioios. A new campaign was at once set on 
foot. What the policy of the Btdsheviks would have been 
if the New Economic Policy had been continued, it is hard 
to say. But with the leftward swing of the Revolution, 
their hostility to Protestantism was bound to grow, for, 
from their standpoint, it had now become the chief counter- 
revolutionary force in the country. Nothing indeed so 
eloquently gives the lie to the plea, which sentimental 
liberals often put forward, that Russian atheism is merely 
a reaction from the degraded condition of the old Church, 
as the new attitude towards the Protestants. It has changed 
from one of benevolent tolerance to unmitigated enmity. 
In cartoons and pamphlets the Protestant now figures 
alongside of the other active enemies of the Revolution — 
the “ damager,” the priest, the kulak, the bootlegger, and 
the rest. 

What, then, has caused this change ? To find the answer 
we must examine the fundamental and irreconcilable 
principles to which the clash between Bolshevik and 
Protestant in their approach to the problems of life is 
traceable. Certain features in the community life of the 
Russian Protestants would at first glance suggest that, 
both in their theology and in their social views, they are 
modern and progressive. Yet, nowhere in the world could 
one find a more primitively fundamentalist type of Pro- 
testantism. The Bible is its sole source of inspiration, 
its guide in thought and action, and anything which seems 
to it subversive of Bible teaching it rejects as untrue and 
unworthy. This by itself was sufficient to bring upon 
it the wrath of the Bolshevik. Russian Protestantism has no 
more use for evolution than American fundamentalism 
has. To the Bolshevik, on the other hand, science is the 
law of life, and evolution its chief glory. Nor could the 
Bolshevik remain indifferent to the uncompromising 
Puritanism of Russian Protestantism. It forbids divorce, 
ab<Htion and birth control ; it looks upon the theatre as 
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something degrading, and, in certain spheres, it enooncages 
the segregation of the sexes. Fundamentalism versus science 
was the first issue over which Bolshevism and Protestantism 
crossed swords. 

Dogmatism versus flexibility was the second. The 
Bolshevik charge against religion, especially a religion of 
so fundamentalist a kind as Russian Protestantism, is 
that it is rooted in dogma. The fixity of purpose which 
such dogmatism implies they consider to be incompatible 
with both the principles and the practice of the Revolution. 
It is useless to tell them that Marxism and Leninism have, 
in their hands, become just as rigid as anything to be found 
in fundamentalism. Their reply is that this is not so. 
Change, on the contrary, is, they say, the very essence of 
Marxism, which at best is itself merely a way of approach, 
an instrument of guidance. They love to quote Karl 
Marx’s answer, when someone once asked him what was 
his chief diversion : “ To subject everything to doubt.” 
Lenin himself spoke of Marxism as a guide to action.” 
For the Bolshevik it is dynamic, something that never stands 
still, and Communism, though a future, is by no means 
the final, stage in human development. They consider that 
this attitude is at the opposite pole to the dogmatism 
of Protestantism as they see it. 

Reverence for authority supplies a third bone of conten- 
tion. It is true that the authority to which the Protestant 
looks is not an earthly authority. But for the Bolshevik 
it is enough that it affects life and conduct. For him the 
very act of worship implies a recognition of this authority, 
and is a confession of man’s weakness in its presence. 
Besides, the authority itself is derived from a self-contained, 
arbitrary and exclusive power which is represented upon 
earth by a group of its own — clergy and prophets. In the 
eyes of the Bolshevik this group itself constitutes an 
aristocracy, and expresses a will which is not that of the 
masses. The masses, indeed, have themselves to honour 
and obey this aristocracy. The system is thus a duplication 
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ol i^e yexy one which obtains nnder a capitaEst regime ; 
it Te|>re8ent8 rtile from above instead of rul^ from below, 
masteiy on the one side, and subordination on the other. 
At the aU>Rnssian atheist congress in Moscow in June last 
jrear Bukharin dwelt at length on this phase of the quarrel 
between Bolshevism and Protestantism. 

It may be said that the Bolshevik dictatorship is the most 
hide-bound authority on earth ; but to this the Bolshevik 
repEes that it is only a temporary phase, incidental to the 
transition from an individuaEst to a collectivist state of 
society, and destined, like the State itself, the instrument 
through which the dictatorship exercises its wiE, to dis- 
appear in due course. Eventually there will, they say, be 
no ruEng class, indeed no classes at all. Humanity wiU then 
consist only of producers, and the real power will be vested in 
the masses, with nothing above them — neither God, angels, 
nor church — to keep them in a state of subjection. All 
authority, initiative and creative energy will derive from 
them. And so it comes about that the fight against Protestant 
reverence for authority is, in Bolshevik eyes, a fight agaipst 
the very evil which lies at the root of the civilisation that 
they are determined to destroy. The Christian doctrine 
of toleration, too, a dead letter in the Greek Orthodox 
Church, but dear to the heart of Russian Protestantism, 
is particularly objectionable to the Bolshevik ; for, under 
it, man always comes first. Wherever he is concerned, 
social origin, economic pursuits, and political allegiance 
take a second place. Whatever the circumstances, he remains 
an object deserving of pity and forgiveness and the respect 
of his fellow-men. This doctrine is the negation of the 
theory which underlies the class war, and to the Bolshevik, 
immersed in his five years plan and his struggle to recon- 
struct society on a non-class basis, it is naturally anathema. 
For it demands respect for the kulak, the nepman, the 
counter-revolutionary, the “ damager,” and others whose 
extermination the Bolshevik deems essential. The sworn 
enemy of TndividuaEsm, and bent on its destruction. 
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he las nothing but contempt for s religion which ezt^ndv 
a weioome to the wealthy and the needy alike. The time iot 
toleration will come, he says, when his new system of sodety 
is established, but to-day, while he is still engaged in 4 
desperate fight to ensure its realisation, Christian toleration 
seems to him to be just social and political suicide. 

The clannish tendencies of Russian Protestantism also 
provoke the hostility of the Bolshevik. Evangelical 
Christians and Baptists speak of the members of their 
own folds as believers, and of others as unbelievers. 
Though bent on making converts, they nevertheless keep 
very much to themselves in their social and charitable 
work — indeed in all their activities. They address one 
another as brother and sister. Even more than their 
co-religionists in foreign countries, they look upon them- 
selves as a brotherhood complete in itself. But to the 
Bolshevik, with his exaggerated suspicion of anything dif- 
ferent to himself, this means separatism, detachment 
from the masses, an attempt in fact to break up the unity 
of his new society. Nor does it give him pleasure to see his 
own trade unions break up into smaller units, and turn aside 
to pursue what he regards as extraneous aims. He remem- 
bers how certain groups of miners in the Don basin, and 
of textile workers in Ivanovo, and of builders in Moscow 
became converts to the Protestant faith. 

He is afraid, too, of the Protestant church becoming a 
city of refuge for the counter-revolution, and it is this which 
keeps the edge of Communist hostility so keen. The 
church, after all, was the only organisation allowed to hold 
meetings of a non-revolutionary nature. It is true that 
there is nothing in its form of worship which in itself 
constitutes a threat to the Revolution ; but — so the Bol- 
shevik reasons — political plots might be hatched under the 
doak of religion, and if Protestantism were to go on spread- 
ing, it might in time attract counter-revolutionary elements, 
who would thus find a place where they could meet and 
co-ordinate their efforts ready to hand. Foreign help, too. 
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uid the dmrch organisation would mske it easy to get into 
toiudi wi^ forngn conspirators. To the outsider, these 
fears may seetn exaggerated; but to the out and put 
revolutionary they are as natural as his faith in Marx and 
Lenin. 

The pacifist tendencies of Russian Protestantism add 
further fuel to Bolshevik rancour. It is true that neither 
the Baptists nor the Evangelical Christians have formally 
adopted pacifism. It is for them an open question which 
each individual must decide according to the dictates of 
his own conscience. But the trend of their teaching is all 
in that direction. The Bolshevik, it must be remembered, 
is obsessed by fear of foreign invasion. His mood, his 
outlook and his behaviour all take their colour more from 
this fear than from any other single factor. This is not 
the place for a discussion of the cause of this fear or how 
far it is justified, but its existence is a dominant element in 
the present day situation. It accounts for the militant 
spirit, the preparedness campaign, the incessant parades of 
men and women with rifles on their backs and the warnings 
to the people to get ready at all costs to meet the attack 
from outside. In the summer of 1931 there was a marked 
abatement of this fear, but some untoward circumstance 
may at any time fan it once more into flame. It is inevitable 
in these circumstances that a movement like pacifism, 
which might seriously interfere with his preparedness for 
war should be regarded by the Bolshevik as a direct menace 
to his safety. 

Lastly, there is the economic situation, and here again 
one finds the Bolshevik and the Protestant at loggerheads. 
Bolshevism spells death to private property — ^thc Bdl- 
shevik is determined to wipe it out. The Protestant’s view 
is different. He may not believe in piling up riches, but 
neither Baptist nor Evangelical Christian condemns the 
institution of private property in itself. Their cartels and 
co-operative establishments were among the most successful 
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in Russia. In Moscow the Evangelicals uded to rnn « 
number of vegetarian restaurants which were among 
best eating places in the city ; but being outside Stetc 
control, they might, from the Communist standpoint, just 
as well have been private concerns owned by a private 
individual. Protestant peasants too, as has already been 
pointed out, were among the thriftiest in Russia, a result 
doe to their personal habits and to their higher cultural 
standing. But it is only a truism to say that the more 
prosperous the farmer the more hostile his attitude is 
likely to be to the collectivisation of the land. Besides, 
the Protestant knows well enough that on the collective 
farm he will find a tense revolutionary atmosphere. The 
principles of the Revolution with regard to family, religion 
and the relationship of man to man and of man to woman — 
principles which he could never accept — ^would be assidu- 
ously propagated. He would not be stopped practising his 
religion in his own manner, but in the course of his every 
day life he would always be coming up against the Revolu- 
tion and its requirements. His children would have to 
attend the nurseries, the kindergartens and the schools, and 
would soon slip away from their parents’ influence. If the 
Protestants had been allowed to form their own collective 
farms they might have acquiesced in the new movement, 
but that was out of the question. A clash, and a bitter 
one, was therefore unavoidable over this particular issue. - 


III. The Coup de Grace 

W ITH such divergent views on questions of principle 
and practice, both in the social and the economic 
sphere, it was only natural that Protestantism, as soon as 
its exceptional capacity for rapid growth had become 
evident, should attract the active hostUity of the Bolshe- 
viks. Here was a new influence in their midst, spreading 
through farm and factory alike— the very citadels of their 
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poweiy^n inftaence ^nite unlike that of the old Orthodctz 
Oniith ; no mere doak this of antique formalism sure to 
Bjdit 'from top to bottom before the first gust of modern 
ideas, but a new spirit, a body of ideas which had sunk d^p 
into the hearts of those affected. No wonder that Lenin’s 
widow pronounced the Russian Protestant a greater menace 
to the Revolution than Orthodoxy, and Bolsheviks all over 
the country echoed her sentiments. 

In their attack, propaganda has as usual played its part. 
But a still more deadly blow was the law of April 1929, a 
law which applies to all religious bodies alike, but which 
hits the Protestants harder than any of the others. For 
although the law re-asserts the principle that religious 
confession is free and the individual has the right to worship 
in wliatever way he chooses, it does not, as the old law did, 
permit religious and anti-religious propaganda alike ; it 
only allows anti-religious propaganda. This, of course, has 
put an end to missionary work and to preaching in bazaars 
and other places than officially recognised places of worship. 
There is a further provision which bars clergymen from 
ministering to more than one congregation at a time, 
which therefore stops Baptist and Evangelical pastors from 
visiting other congregations than their own. But from the 
point of view of the Protestant the unkindest cut of all was 
the revival and amplification of an old law which prohibited 
a religious body from exercising so-called “ administrative 
functions.” In the early years of the Revolution, for 
reasons already explained, the Soviets refrained from 
applying this law to the Protestants. Had they done so, 
Protestant social work would have been impossible, for an 
organisation which has no right to exercise administrative 
functions obviously cannot take part in social work. But 
the new law does more than put a ban on such functions. 
It specifically prohibits religious bodies from pursuing any 
activities whatever except worship. It permits freedom 
of worship and nothing else. This puts an end to co-opera- 
tives, club houses, and mutual aid societies — the very 



Russian Realitret: The Frbtesflant Religion 

tyags timt haT« helped the Protestants to gain thm hold 
spon the masses. At the same time the spread of nurseries 
and kindergartens and the introdnction of universal ;^uhaf 
tion is, as I have pointed out, subjecting Protestant children 
to a thorough process of sovietisation. Some of them trill 
no doubt be saved by their parents for their faith, but- only 
some. 
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GERMANY IN THE STORM, 

(from a german pen) 

T he crisis is a world-wide one, but the student who 
wishes to understand every aspect of it, the economic, 
the political, and even the less studied psychological side, 
cannot do better than turn to Germany. H6re he will 
find everything — bankruptcies on a scale which puts those 
of other countries in the shade ; efforts of unrivalled 
brilliance to modernise and rationalise industry, and to 
adapt it to the changed conditions of the world ; gigantic 
conflicts in the region of ideas — ^the duel, for instance, 
between Dr. Briining and Herr Hitler. If he wants a 
striking instance of a reductio ad absurdum, the consequences 
of certain Articles in the Peace Treaties which were 
formulated in those days of happy illusion at Versailles 
will strike him in the eyes ; and, lastly, where else could 
one find the ridiculous results of a badly managed distribu- 
tion of international gold and capital more perfectly 
illustrated ? 

The consequences of the Great War have visited every 
country in varying degree, but they all seem to have 
converged on Germany. She has, it is true, great advan- 
tages ; a thoroughly efficient industrial equipment, and a 
highly trained population of workers, the majority of whom, 
though insistent upon drastic reforms, are firmly resolved 
to re-establish their country on its traditional capitalist 
basis — ^they have no use for Bolshevik experiments. Ger- 
many’s interests are indeed indistinguishable from those 
of Great Britain and other countries with a similar system ; 
but, left to herself and denied international support and 
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encouragement, her condition is bound to become draperate, 
through her open wounds the blood of the whole Western 
world will continue to ebb. 

I. Reconstruction and Disillusionment 

T he economic and financial effects of the war were 
catastrophic — ^like those of an earthquake — and the 
period of inflation which followed brought in its train a 
total “ revaluation of all values.” Yet Germany, when 
she emerged from these catastrophes, made a tremendous 
effort to re-establish herself on a sound basis — ^any other 
course would have been unthinkable for such an orderly, 
disciplined nation. In those early days, moreover, the 
average German was sure that everything would come right 
if only he could get his economic and financial machinery 
working at full speed. Were not prosperity, work and 
profits the best stepping-stone to a healthy national life ? 
People’s eyes were at that time fixed on America — happy, 
prosperous America — the country without unemployed 
and “ without a social problem.” It might take time, the 
German argued, but in any case the best way of catching 
up the nations which had won the war was to become 
strong again in an economic sense. 

So Germany set to work. She reorganised her in- 
dustries from top to bottom. She invested hundreds of 
millions in them, most of it borrowed from abroad. 
Rationalisation and efficiency : these were her aim. There 
were combinations of companies j colossal industrial and 
financial organisations were established ; new plant of the 
most up-to-date kind was installed, and expensive — even 
luxurious — offices and government and municipal buildings 
were erected. The cities followed the lead of industry, 
and the trade unions and other bodies did the same. There 
was on almost every side vitality and hope. 

And it was needed. A great deal had to be done to make 
up for lost ground, not only to replace old-fashioned 
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C^Qcea^ no longer capable of holdii^ tbeir <Mvm against 
obmpetitioa, but to fill the gap left hy the loss of the 
indnstries which went with the territories of which the 
Tr^tf of Versailles deprived Germany. As in England, 
reconstruction was facilitated by new inventions and 
developments. This was especially the case in the chemical 
and electrical industries, but others, such as artificial silk, 
lignite, nitrogen, potash and motor-cars also benefited. 
This work of replacement and expansion was carried out 
energetically and efficiently, and our industries had a good 
deal of luck, especially in the matter of competitive wages. 

Things, indeed, went well, and in a few years’ time, except 
in the old middle class, whose standard of life was still 
sinking, there was not only a considerable amount of 
individual prosperity, but also unmistakable signs of 
progress on the part of the community as a whole. No less 
than ten milliards of reichsmarks were deposited by millions 
of small people in the savings banks, and only a few years 
after the ruinous inflation period the policies issued by life 
insurance companies were more numerous and for larger 
amounts than before the war. At the same time the 
Hapag* and the Norddeutscher Lloyd had constructed a 
new mercantile marine well able to take care of itself 
against foreign competition. These are a few examples 
of an effort in reconstruction which won the admiration 
of the world. And it deserved it, for its results were 
achieved under the most trying circumstances. The 
Communists were every day growing more numerous, and, 
until 1930, a large and extremely important part of Germany 
was still occupied by foreign troops, the effect of which 
upon the national temper it is hard to overestimate. 

Unfortunately, all the hopes pinned to economic re- 
construction proved illusory. There were various reasons. 
For one thing, this false spring of ours was produced by 
foreign money — short-term loans at an exceedingly 
heavy rate of interest. For another, our new and more 
* Hamburg American Line. 
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f«votirable balance sheet was doomed to be up»t wiy 
moment that it became necessary to pay reparations, which, 
like so many other debts, had hitherto been paid with 
money borrowed from abroad, out of the earnings of 
German industry. Germany was entirely in the hands of 
her foreign creditors, and of those creditors’ creditors. 
What happened is now a matter of history. 

For the moment, however, our political, financial and 
economic leaders seemed to ignore the facts ; at all events, 
disillusionment came through a sudden revulsion of feelu^g 
on the part of the rank and file. Millions of workpeople, 
especially clerks and other employees of their type, took 
a sceptical view. It was the same with middle-class folk 
of all kinds. They did not believe that prosperity was 
close at hand — why should they ? There was nothing in 
their own personal experiences to confirm such a belief. 
In other words, people in foreign countries who believed 
that it was possible, without changing the fundamental con- 
ditions, political as well as economic, to solve the German 
problem and persuade the fabled goose to start laying her 
golden eggs again, were as far from the mark as the Ger- 
mans who thought that they could satisfy the German 
mind by stage-managing a kind of economic revival. 
Neither paid any attention to essentials. They left out of 
account both German psychology and the actual conditions 
under which the bulk of Germans were living. 

A revolt was bound to come, a revolt against the system 
that disregarded these essentials. The general election in 
September 1930 took the whole world, including Germany 
herself, by surprise. It was more than a surprise ; it 
was a shock. Why did not the Government do something ? 
Prussia seemed to get along well enough under her Socialist 
Premier. Did the traditional obsequiousness of the German 
civil servant no longer hold good i Had the German clerk 
lost his old faith in his satisfying if humdrum destiny of 
gradual social advancement? Our sacrosanct system, 
moreover, has powerful supporters ; the President of the 
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Retdh^ die Rcichswelir, the Roman Catholic Ghnrch and 
die trade unions. Was it conceivable that these powem 
had failed to make its basis unassailable ? 

Yet they had failed. The system was no longer immune 
from attadc — and the attack spread rapidly. Workmen, 
peasants, students, clerks, schoolboys, officers, civil servants, 
artists, shopkeepers, waiters — ^people of all sorts— were 
growing restive, people who had remained patiently silent 
for years. It depended on their mental idiosyncrasies, 
and their greater or lesser readiness to respond to national 
or proletarian slogans, whether they became Communists 
or Nazis (National-Socialists). But they all had one 
aim in common — to pull down the old system, with its gloss 
of prosperity which, so it seemed to them, only served to 
conceal the real state of national bankruptcy underneath. 


II. The Nazi Appeal 

A S far as the Communists are concerned, there is no 
mystery, but the Nazi mind many people consider 
is harder to fathom. There is, however, really no 
puzzle in this case either. Take any German who looks 
down on the Social-Democrats and hates the Bolsheviks, 
yet at the same time despairs of the present rulers of 
Germany. What line would one expect him to follow i 
What he wants is a guide, someone who will put in un- 
mistakable language all that he feels and more. Remember 
that nine out of every ten Germans want to make a better 
show than their position warrants. They have no desire 
to be called proletarians, to be put in the lower classes. 
Now the Nazis are no proletarian party. They represent, 
not a particular class, but a movement. It does not matter 
to them from what class they draw their recruits, or what 
their somal standing is. Nobody, therefore, loses anything 
by joining them. Many even feel that they have gained in 
importance, because the party managers tell them that, 
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however little they may count as individuals, they are oi 
rli* utmost use once they have become members, even 
humble ones, of the great Hitler movement. 

But, apart from this, it is obvious that, for the average 
German who feels deeply the evil days on which the father- 
land has fallen from the national standpoint, and who at 
the same time is suffering personally from the grave crisis 
which has overtaken its economic and financial life, the 
combination of socialism and nationalism offered by Herr 
Hitler is bound to be extremely attractive. No other party 
has developed both these lines at the same time. Other- 
wise the Hitler policy might carry less weight, for its 
methods are often repulsive and its political and economic 
ideas feeble. Most people, indeed, realise to-day that the 
tide of Hitlerism could never have reached its present high 
water mark, if it had not found the German starved on 
the national and social side after years spent in the pros- 
perity hunt and rationalisation. Republican Germany 
has hitherto failed to evolve either a healthy national out- 
look or a common social ideal. Many have attained these 
things, but so far they have remained merely a conception 
of the individual, not a political philosophy fit for the 
nation as a whole. 

On the other hand, the objections people feel to the 
public attitude of many of the capitalist leaders are by no 
means limited to socialists. A growing number of scandals 
and obvious abuses of its power have made the capitalist 
system suspect even in the eyes of people whose admira- 
tion for it is traditional. Our social organisation and our 
political classes have also disappointed millions of Germans. 
This is the real background of Hitlerism. Its anti-capital- 
ist policy and social programme may lack solidity and 
permanence in many respects, but jealousy and the natural 
bitterness felt by middle-class people who have lost 
practically everything—thcir money as well as their 
social and political standing — ^have come as grist to the 
revolutionary mill. 
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Jt || wie to predict that the aatioiialist side of the Hitler 
lM»flMiient wiU carry it further than its social ude, and for 
this it nuy thank the nations which won the war and their 
policy towards the losers. From the German point of 
view, there is little to show for the trying time when the 
policy of fulfilment, started by Rathenau and carried on 
by Stresemann, was in force, and the German financial 
collapse was so closely bound up with international politics 
that it rendered a purely nationalist reaction inevitable. 
But the object of the nationalist movement, even in the 
fbrm which the Stahlhelm gives it, is neither war nor 
revenge. The German likes uniforms and discipline. 
All those parades are merely the collective expression of 
the nebulous instincts of the individuals who take part 
in them. Discipline and make-believe help to keep the 
torrent in its own bed, and there is a formidable amount of 
fighting spirit bottled up in such organisations as the 
Hitler guards and the Red-Front of the extreme Left. Pre- 
paredness and a determination to be ready to meet attack 
from outside are recognised as a legitimate ideal even by 
the circles which surround our peace-loving Chancellor, 
and they must be taken in that sense. Sport failed to 
provide healthy young Grermans with an effective vent 
for the combative spirit. There are, moreover, plenty of 
people still in far too intimate touch with pre-war institu- 
tions, and it is hoped that the more or less militarist organisa- 
tions in which the WehrwilUn* finds an outlet will provide a 
more effective safety valve for nationalist steam. It is even 
more important to realise that the policy of fulfilment 
has for years been dubbed inconsistent with German 
honour, inconsistent because it was applied to that hated 
Peace Treaty. Stresemann himself was suspected of 
compromising German honour and weakening our moral 
fibre. A nation with strong feelings was what was wanted, 
said the critics. 

The attitude was natural. For most Germans, neither 
• Will to defend one’s country. 
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the results of Locarno nor the evacuation of the Rhiaelani 
brought about any change in the international atino8|dien 
The evacuation was bound in any case to come tirfes 
France disregarded her obligations under the Treaty. Ii 
a word, the revolt owed its success in large measure to th 
international situation. 

III. Dr. Bruning and Bankrupt Parliamintarism 

N one of these things would, however, have bee: 

enough by themselves to make the patient, eve: 
indolent, average German bestir himself. It was th 
bankrupt state of the German parliamentary system tha 
actually brought about the crisis. The political parties 
especially the bourgeois, were no longer of any use as instrv 
ments for a live democratic system ; they had no life i 
them, no one trusted them. The leaders, moreover, hai 
no idea of what was going on among the rank and fUt 
At Weimar* every democratic nail they could lay hands or 
including the disastrous proportional representation pre 
vision, was hammered home by the democrats. Th 
system which emerged was strictly formal and doctrinaire 
just in fact what one would expect in a country wher 
everything has to be set down in black and white an^ 
formulated in the most scientific manner. This was, c 
course, the very way to kill parliamentarism. Furthei 
more, the long periods of coalition between the Catholi 
Centre and the Social-Democrats increased the danger of 
misuse of administrative powers. 

The want of a common national basis was an even mor 
fatal defect for the purpose of the democratic game. Thci 
were not only devastating differences of opinion whenevc 
a “ national ” question arose, but also a growing tendenc 
to treat a particular part of the nation as beyond the pah 
and to hold the Marxists responsible for everything tha 
went wrong. The rate at which German parliamentarisi 
• The German conititudon was dravrn up at Weimar in 1919. 
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■was kwtag ground was farther accelerated by reddess 
way in which personal ability was wasted, a waste which 
is characteristic of German politics. The German longs 
for national heroes — he wants somebody to worship ; 
but let a politician or even a statesman raise his head so 
much as half an inch above the average level, and he will 
immediately become a target for shafts from all sides. 
At best he will be stamped as a party politician. It is not 
yet realised that democracy is the only form of government 
that can be worked without a hero, or even a man of excep- 
tional stature. As, however, the German parliamentary 
system has not yet delivered the goods, there is a tendency 
to try to import the heaven-sent leader from outside. 
It is unfortunate that our captains of industry, more often 
than not, seem only to have to touch politics — a new game 
for them — to lose every good quality that they ever 
possessed. 

The consequence is that, for the last few years, the 
Cabinet has been controlled by the parties. To secure a 
majority in the Reichstag the support of half a dozen 
of them is essential, and government policy has, in fact, 
been directed by a group of parties which differ widely 
from one another in their views. This unfortunate state 
of affairs came to a head in the time of Dr. Briining’s 
predecessor, Hermann Muller. The late Social-Democratic 
Chancellor was one of the best men in the democratic 
camp and he deserved a better political fate than he actually 
got. But he allowed the political groups to control the gov- 
ernment, and as most of the majority parties endeavoured 
to puU him in different directions, he naturally came to 
grief. On the one hand, there were the Social-Democrats, 
out to uphold the principles of organised labour, on the 
other, there was, on the right wing, the German People’s 
party, which had become an organisation for the defence 
of big business and the interests of certain industrial 
groups. In the course of this conflict the MuUer Cabinet 
collapsed, and it is also the main cause of the difficulties 
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which have confronted Dr. Briining since he assosted the 
leadership eighteen months ago. Such questions as wages and 
nnemployment insurance, if left to party politicians to solve* 
may in the end, indeed, have a more detrimental effect 
upon the fortunes of the Briining Cabinet than the assaults 
of the so-called “ National Opposition ” — Hugenberg,* 
Hitler and the rest. 

When Dr. Briining first took office, he hoped to solve 
the parliamentary problem by destroying the Hugenberg 
party, and building up a new front composed of all well- 
meaning people. A few weeks later, however — ^in April 
last year — it was already clear that this plan had failed. 
Only a few members of the Hugenberg party had come 
over, and the Chancellor found himself in exactly the same 
predicament as his predecessor, except in one important 
respect. To enable him to control the parties, the Presi- 
dent had entrusted him with powers to govern and legislate 
under the famous Article 48 of the Constitution, and he 
could dissolve the Reichstag if it failed to agree. The 
majority parties either did not realise what this meant, or, 
like the People’s party, they did not care. At all events, 
they went on playing the old game. None of them would 
give way ; the People’s party opposed everything that 
the Marxist Social-Democrats wanted, while the latter 
strongly resented Dr. Bruning’s attempt to ride rough- 
shod over the parties and to force the hand of Parliament 
under Article 48. 

The climax came with the general election in September 
last year. The votes polled were a protest — against 
parliamentarism, against Marxism, against capitalism, 
against the Treaty of Versailles, against the economic 
depression, against everything indeed that was, or that 
seemed to be, amiss. The one thing in this chaotic state 
of things that staved off a still greater disaster was the old 
German sense of order and goodwill that has not even 
yet been altogether destroyed. The Nationalists of course 
* Leader of the Nationaliati. 
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again cmoged from the election as a minority, and tlm 
Ownnmniste did the same, though both of, them were 
retnmed with a considerable accession of strength. But 
the outstanding feature of the election was the protest 
against the capitalist system in which Hitlerites, Commun- 
ists and Social-Democrats all joined. It was only the 
divergence of their aims that prevented them from being 
able to form an alternative government. So the Briining 
Cabinet continued in office, and things remained very much 
as they were before. That is still the position. 

In reality. Dr. Briining had again missed the mark. 
His aim was a government majority independent of the 
support of the Social-Democrats. The strength of the 
Nationalist vote, however, put an end to that, for the 
middle-class bodies, such as the old Democratic party and 
the old National Liberal party, were nearly put out of action 
by the success of the Hitlerites. Dr. Briining himself was 
taken by surprise. The only course still open to him was 
to try to make the Cabinet less dependent upon the parties, 
and to reduce parliamentary business to a minimum,. 
His chief difficulty was a personal one. His own conscience 
and that of the President obliged him to keep as strictly 
as he could within the four walls of the Constitution. 
There is nothing in it which compels a Cabinet to do what 
the parties want, but, on the other hand, it is expressly 
laid down that the Government must have the confidence 
of the Reichstag. The question then arose, was it possible 
to keep the parties at a distance, and to do things that they 
would not agree to, without losing the moral support of 
Parliament. This thorny problem still occupies Dr. 
Briining’s mind. It is also a difficult one for the parties, 
who have no desire to make themselves responsible for 
emergency decrees imposed upon the nation without the 
consent of Parliament. The present short sessions of the 
Reichstag may have extraordinary results, and a transforma- 
tion of the German democratic system is taking place 
before our eyes. The change has not yet assumed definite 
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shape, and the negative aide has hitherto been to the fore 
rather the positive; but, under Dr. Briiitkig’s guid-* 
ance, Germany is endeavouring to discover a more suitable 
Wind of democratic government than the form which has 
developed during the decade since Weimar — a. hard tadc 
under present circumstances. 

During this transformation period the structure of 
government has had to rely upon the support of various 
supplementary props instead of on Parliament. First, 
there is the venerable President of the Reich, Field- 
Marshal von Hindenburg, with not only Article 48 at 
his command, but the Reichswehr as well, morally if not 
formally. Its commander and all its leading officers are 
beyond all question loyal both to him and his Chancellor. 
Then there is the hitherto solid block comprising the 
Roman Catholic Centre and the Social-Democrats in 
Prussia, the latter representing the trade unions, a com- 
bination which puts the all-important Prussian police 
at the disposal of Dr. Br lining. 

This extraordinary combination has, however, incon- 
veniences of its own. The very fact that, since the election 
— in spite of his anti-Marxist slogan — Dr. Briining has 
been on good terms with the Social-Democrats increases 
his troubles with the anti-Marxists. He has made it quite 
plain that he will not destroy or even damage such important 
social institutions as the insurance system or the Tarifver- 
tragrecht* which means that he will never be a statesman 
to the liking of the People’s party or Herr Hugenberg. 
On the other hand, his reUtions -with the President and his 
dependence on the goodwill of the Reichswehr are thoroughly 
objectionable in the eyes of the radical parties. They luve, 
moreover, also alarmed foreign observers. He has had, too, 
to adopt an agricultural policy which is considered to favour 
the big agrarian interests without solving the agrarian 
problem, and which injures the non-agricultural populaticm 
by raising prices. It is extremely important, too, to realise 
• Right of maling collective agteementt. • ^ ■ 
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the fact that the Chancellor has to pay a piioe for thfe 
rapport of these particular props during this period of 
change accounts for many of the things which have aroused 
foreign criticism ; the attitude of the Government, for 
instance, towards “ national questions,” such as the 
Stahlhelm parades, the construction of cruisers and the like. 

It is quite possible that Dr. Briining, himself a conserva- 
tive by instinct, would have turned more readily to the 
right if the Nationalist slogans had not been of a kind to 
offend his sober temperament- He might have done so 
in any case, if he had been able to follow the usual parlia- 
mentary course. As already mentioned, indeed, he started, 
in April last year, with the idea of persuading the bulk 
of the conservative German Nationalist party to share 
the responsibility of government, and he made no effort 
to stop the “ anti-Marxist ” drive during the election 
campaign in the following September. He never claimed 
the prefix “ Hindenburg ” for his government, but he 
raised no objection when the aim of the election was 
declared to be the building up of a strong “ national ” 
government, and the ground on which he asked the electors 
to give him the clear majority that was denied him by the 
old Reichstag, was that his government enjoyed the 
confidence of the President. What he wanted was some- 
thing “ national,” above parties and party intrigues. 

It is the first time since Weimar that a German Chancellor 
has gone to the country with such an appeal. It made 
everyone who did not vote for him appear insufficiently 
“national.” But this scheme also failed, and it did so 
because, in Germany (unlike England), there was a great 
movement on the other side which also claimed to be 
“ national ” — the Hitler party. For that reason the slogan 
of 1930 was changed — ^it became “ Marxist or anti-Marxist,” 
a war cry which corresponded more closely to the facts. 
But even this did not work. Parliamentary considera- 
tions as well as the exacting daily round compelled the 
Chancellor to keep on good terms with organised labour. 
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A ^^cutor^p would have been a way out, but, unleca tim 
dktator was ready to risk a civil war, it would not in die 
end have helped Dr. Bruning to avoid a compronuae 
between the capitalist interests and those of the workmen. 
He was, however, never ready to accept a dictatorship, 
nor was it offered him. President Hindenburg would not 
have it. 

It is an interesting speculation what would happen if 
the President should find an alternative government possible. 
Apparently there is little chance of such a thing in the 
present Reichstag. It would obviously have to be a 
government of the Right, and would require the support 
of the Centre party as weU as of the Nationalists. 
But as long as the Centre see any chance of Dr. Briining 
being able to carry on, he will have their backing. It 
may be that the wings of the majority parties will some 
day give up their obnoxious tactics. The Right had to 
come back, more or less, when it tried to withdraw from 
the Chamber last October, for there was no alternative 
government in sight, and a reconstruction of the present 
one would have made very little difference. The Right, 
therefore, are reserving their efforts. On the other hand, 
the Social-Democrats will do their best to prevent Dr. 
Bruning from being overthrown from their own side. 

Everything therefore depends upon whether the Nation- 
alists can prepare the way in the present Reichstag for an 
alternative government. The President will certainly 
not allow a general election in the near future, so the only 
course open to the so-called “ National Opposition ” is to 
organise demonstrations like the one at Bad Harzburg, 
in the hopes that the right wing of the Chancellor’s majority 
may be tempted to fall out of the line. But, if they did 
respond, the position would still remain the same, unless 
the Centre party were to go Right. Even if the Bruning 
Government had been defeated in the Reichstag in October, 
and the President had asked some politician of the nation- 
alist type— not Hugenberg— to try to form a government. 
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tlue mew maa would certaml]; have failed, becaaae the Prett- 
deBt wooM not have given him leave to go to the conntiy, 
and in that case Dr. Briining would have been afsked to cany 
ooy vote of censure or no vote of censure. In view of these 
considerations, it is possible to predict with comparative 
certainty what is likely to happen for some time to come. 
Meanwhile there is a marked tendency to try to get a better 
atmosphere between the Centre party and the Nazis, and 
Hitler’s spokesman ii; the Reichstag has also made it clear 
that the Nazis recognise the necessity of an understanding 
with France upon conditions which do not dilfer in any 
important respect from those which Dr. Briining and others 
have frequently foreshadowed. 


IV, German Policy 

D r. BRUNING then by his efforts to reconstruct the 
system,” both on its political and on its economic 
side, has certainly contributed, in however small degree, 
to the relaxation of the existing tension. The very 
fact that the Nazis have stood quietly by for so long, 
coupled with their leader’s declared resolve to keep within 
the law, has made the prospect of revolutionary develop- 
ments far less likely than it was a year ago, though on -the 
other hand the growing intensity of the financial crisis has 
strengthened the ranks and embittered the temper of the 
extremists and made the general situation worse. We can 
but hope that the favourable tendencies will prevail. One 
thing is, however, certain. The prospect of imminent 
disaster last July convinced thoughtful Germans that if 
we wish to come through we must all pull together, and the 
morale of the nation has, with few exceptions, been admir- 
able. This at all events is a hopeful feature. Anyhow, it 
must now be obvious to the meanest intelligence that 
Gennany has no alternative except to concentrate on the 
really vital problems. Even the Nationalists realise the 
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dxiigcr) and one hears much less talk about the need of a 
more active foreign policy. The customs uhum a^Etir 
opened people’s eyes. Dr. Curtius has gone and we try to 
forget that particular episode, hard blow though it was— 
the Austrian question lies very near the Grerman heart. 
It was, moreover, meant to be a test case. The incident 
should anyhow prove that Germany, when she is in the 
right, is capable of taking action to protect Austria from 
Danube-confederation schemes and other French designs. 
Badly as it ended, there is no justification for the unfair 
attitude of self-disparagement which so many Germans 
have adopted towards this “ adventure.” It will, at any 
rate, keep the Austrian problem in the limelight for some 
time to come. 

Since this episode, German foreign policy has taken a 
different and a more promising line, in which it has been 
assisted by the Hoover holiday, which made us feel that 
after all there is ground for hope that a more reasonable 
settlement may be substituted for the Young Plan. If so, 
much of the wind would be taken out of the nationalist sails. 

If, then, Dr. Briining approaches the problem in a frank 
manner, putting on one side everything which has no 
bearing on the immediate trouble, he will meet vidth little 
opposition. An understanding with France is already 
accepted in principle in practically every quarter in Germany, 
and, though such a policy involves putting off certain 
German aspirations, it is obviously out of the question to 
attempt to satisfy them at present. Germany’s position too 
in the matter of disarmament has inevitably been weakened 
by her financial difficulties. There are only two problems, 
which cannot be long postponed. The first is the 
question of what is going to happen in February when the 
repayment of our short-term debts becomes due under the 
preliminary agreement; the second, what are we going to do 
before the Hoover holiday comes to an end next summer. 
Dr. Bruning’s foreign policy will certainly be concentrated 
on these two points. 
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So mach £or the future, but a -word is called for to ez^ain 
Geiuaan action during the past critical months. The Jnlj 
crisis, it must be remembered, had already gohe some vny 
before its existence was fully realised. No one could have 
anticipated the extent to which French action had acceler- 
ated its development and helped to alarm the world — the 
small German investor among the rest. It is the general 
conviction in Germany that both the nation and the 
Government did all they could to convince the world that 
they intended a fair and honourable settlement. The 
banks paid out money without stint till July 12, when two 
of them collapsed. The right thing was also, we consider, 
done after the collapse. Subsequent contracts have been 
strictly fulfilled, in spite of the harm which was sure to 
result from additional payments of such magnitude. Since 
then credits have become dangerously shorter and money 
dangerously dearer. The number of bankruptcies and 
failures has beenlarge — between July and August it increased 
by 9S per cent. The last penny has been squeezed by the 
Government out of business concerns and individual 
citizens alike. The way in which imports have been cut 
down has elicited protests from all sides abroad. Not 
long ago we had a surplus of exports for the month of not 
far off 400 million marks, instead of the usual excess of 
imports ; but this result was only achieved at the expense 
of people who want to sell their goods to Germany. We 
have managed, by cutting down our trade and profits, to 
repay between the end of July and October another 
milli ard of marks on account of our short-term debts, 
400 millions of which were due under the July contracts, 
and during the first ten months of the current year over 
four milliards on short-term credit must have been paid 
back out of a total of roughly twelve milliards. But such 
huge amounts, on the top of all the other payments that 
have been made, could not be transferred during the worst 
depression in history, without painful repercussions, and 
the problem of the future cannot be solved without an 
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ffitfimafirmal agreement. The German authorities, how- 
ever, considered it their first duty to come to an arrangement 
which would permit of their short-term creditors getting 
their money back within a reasonable period. The position 
is clearly described in the famous Layton report, though 
the latest figures of Germany’s external debt are even higher 
than those given in the report, and it is essential that the 
existing arrangement, which will come to an end in 
February, should be replaced by another. Meanwhile, 
we can only hope that there will be some indication before 
long of what is going to happen when the Hoover year is up. 

Such is Germany’s financial policy, and it is believed that 
there is no other way of avoiding bankruptcy or inflation. 
We all know people who would like to get out of paying 
their debts ; we have them here in Germany as well, and 
these are the people who are at the moment pressing for a 
policy of inflation. It seems beyond question that restric- 
tion of credit and deflation have gone too far, and many 
think that the mark has been stabilised at too high a level. 
There is a tendency, even in responsible circles, to try to 
get the resulting high pressure relieved, if it can be done 
without danger of inflation. When England’s position, 
owing to the attitude of her creditors and the inability of 
Germany to repay her short-term credits, also became 
critical, and it was decided to allow the sterling exchange 
to find its own level without official management, the 
temptation in Germany to follow suit was great. Con- 
ditions in the two countries are, however, completely 
different, and besides, although a managed currency need 
not lead to inflation, people in this country have such a 
horror of the possible risks to which such a course might 
expose us, that the first note of alarm in the press was 
sufficient to elicit a declaration, from parties and industrial 
organisations alike, that nothing would induce them ever to 
recommend an inflationary policy of any kind. The 
Government and the Reichsbank have followed their lead 
with an even more emphatic statement. 
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V. How About England ? 

W HAT then is England going to do ? That is the 
question on everybod7’8 lips at the moment, for our 
fate largely depends upon the answer. At what level will 
the pound be stabilised when the moment comes, and what 
is going to be England’s fiscal policy 7 Lastly, what are 
the consequences going to be for ourselves and the rest 
of the world ? 

The present position, in so far as Germany is concerned, 
is clear. She can only come to the reasonable arrangement 
that she desires with her creditors if her foreign trade is 
expanding and her home market stable. The devaluation 
of the pound has, however, already hit her a heavy blow by 
increasing the competitive strength of British industry. 
Coal, iron and textiles, as well as other German industries, 
have all suffered. Most of our people believe that the 
effects of the devaluation may not last — ^internal prices may 
follow the external rate of the exchange. But this need not 
necessarily be so — ^wages, for instance, may not go up. But 
if British economic pressure on our trade continues and we 
are at the same time asked to make payments which are only 
possible while trade is expanding, the whole situation will be 
completely changed for Germany. 

And there is another danger ahead. There is talk in 
England of a general tariff, at all events of new customs 
barriers )f some kind or other. We have vividly in mind 
the effects of the Italian customs policy and the difficulties 
that German)' is experiencing with countries like Switzer- 
land and Denmark, in consequence of her endeavour to 
restrict imports and exports. The outlook is certainly 
dark. Turn where one will there are rocks ahead. Petrol, 
nitrogen, the money market, the exchange and the customs, 
it is the same with everything. If all these fears are 
realised, it will not matter very much to us whether we 
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have Dr. Bruning or Herr Hitler for a ruler, or whether 
France is willing to disarm or not. 

One thing, however, may be taken for granted. The 
German people has not lost hope. The guidance and the 
“will to live,” which in the last resort may prove the 
decisive factors, are not absent. Here in C^rmany Vsre 
cannot get far enough away from the scene to see things in 
their true perspective. It seems to us to be all chaos, 
particularly in the political arena. But it may be that 
later on it will be recognised that to-day’s troubles are the 
inevitable repercussions of a fundamental reconstruction 
which is destined to transform, not only the modern State 
and the political and economic ideas to which it owes its 
present form, but, what is far more important, the men and 
women on whom the task has fallen of grappling with this 
tremendous problem. 

Germany. 

November 1931. 
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THE MANCHURIAN CRISIS 

CHRONICLE OF EVENTS— SEPTEMBER 19 TO 
OCTOBER 19 


A n attempt is here made to extract from a welter of 
partisan and unverifiable reports an accurate chronicle 
of the development of the Sino-Japanese crisis dating 
from the Japanese occupation of Mukden on the night 
of September 18-19, 'iP October 19.* 

Feeling against China was running very high in Tokyo 
during August and early September. A series of incidents 
occurred between Chinese and Japanese subjects in China 
during the summer, and early in September the Japanese 
press was urging a “ strong ” policy upon the Government 
and pronouncing that no less that three hundred “ points ” 
were at issue between Japan and China. Throughout this 
period feeling in Japan was exacerbated by a newspaper 
campaign in connection with the case of Captain Nakamura, 
who, according to Japanese miUtary leaders in Manchuria, 
was murdered last June by Chinese soldiers on the borders 
of Manchuria and Mongolia. A meeting of the Japanese 
Cabinet was called on September 8 to consider the situation. 
At this meeting the War Minister denounced the “ pro- 
crastination ” of the Chinese Government in dealing with 
the case of Captain Nakamura. An investigation was at 
the time being carried out by the Chinese authorities at 
Mukden, and the Japanese Cabinet decided to await the 
conclusion of this inquiry before taking action. A 
resolution was passed to the effect that the military 

* A map showing the region affected will be found in the appendix. 
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iud diplonutic authorities would act in concert “ regardlBg 
what action is to be taken if the Chinese fail to show 
sincerity in promptly conducting the negotiations.” 

The Chinese view at this period was summed up 
General Wan Fu-liu, the Governor of Heilungkiang, the 
northern province of Manchuria, who declared : ** This 
so-called Nakamura affair is nothing but a pretext now 
being utilised by the Japanese for the realisation of their 
objective — penetration into Manchuria.” 

On September 9 the Asahi expressed the view in a 
leading article that the Japanese War Office was pressing 
“ the security occupation of an important region in Man- 
churia or Mongolia.” 

On September 18 the Tokyo papers contained reports to 
the effect that General Jung Chun, chief of the staff of the 
Manchurian army, had informed the Japanese Consul, 
Mr. Morioka, that proof had been obtained that Capuin 
Nakamura had been shot by Chinese troops on June 26, 
and that a detachment had been despatched to arrest the 
perpetrators of the outrage. 

Late at night on September 18 Marshal Chang Hsueh- 
liang, at Peiping, received a telegram from Mukden stating 
that at ten o’clock Japanese soldiers opened lire upon the 
Chinese city, killing a number of Chinese troops, that the 
Chinese military camp, the arsenal and the Chinese city 
were under shell fire, and that the local Japanese civil 
authorities declared themselves powerless to control the 
situation. The message stated that the Chinese forces 
were not retaliating. Marshal Chang Hsueh-liang sent 
an urgent telegram in reply, ordering the Chinese troops 
to take no action against the Japanese. Japanese reports 
stated that a clash had occurred on the outskirts of Mukden 
between Chinese and Japanese troops after an attempt had 
been made by Chinese troops to destroy a portion of the 
South Manchuria Railway line. Later it was reported that 
the Japanese troops had occupied Mukden, no resistance 
having been offered by the Chinese. 
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Bf tlusee o*clodc on the morning of September J9 all tele- 
graphic communication of a political character had ceased. 
The headquarters of the Japanese army in Kwantung 
were transferred to Mukden, the Commander-in-Chief, 
General Hon jo, leaving Dairen at 3.40 on the morning of 
September 19, on a special troop train, with 800 infantry- 
men. At about 4.30 in the morning Japanese troops 
occupied Kwangchengtze, the important junction of the 
South Manchuria Railway, the Chinese Eastern Railway 
and the Kirin-Changchun Railway, and Japanese rein- 
forcements moved up to various points along the South 
Manchuria Railway. A division in Korea was given orders 
to hold itself in readiness to proceed on special service to 
Manchuria, At Tokyo a hastily convened Cabinet meeting 
issued instructions to the civil and military authorities in 
Manchuria to do their utmost to localise the issue. Later 
in the morning Japanese troops occupied Newchwang 
and Kaopangtse. Early in the afternoon it was officially 
announced in Tokyo that “ the destroyed section of the 
South Manchuria Railway had been repaired,” and orders 
already issued by the Japanese War Office to troops iii 
Korea to proceed to Mukden were cancelled. 

Although a considerable number of Chinese soldiers 
were killed during the shelling of the Mukden arsenal, the 
rapid deployment of Japanese troops and the occupation 
of various points was accompanied by very few casualties 
on either side, the Japanese losses being negligible. 

The Chinese Foreign Office lodged a formal protest 
with Mr. Shigemitsu, the Japanese Minister to China, 
and on September 20 Dr. C. T. Wang announced that 
the Chinese National Government was “ greatly exercised 
over the situation caused by the unprovoked attack of 
Japanese troops on Mukden and other cities in the three 
eastern provinces.” He said that the Chinese Government 
was preparing an appeal to the League of Nations and the 
signatories of the Kellogg Pact. 

Japanese warships were despatched from Dairen to 
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ports on the north Shantung coast for the pro- 
tection of Japanese nationals. 

Feeling was running very high in Nanking^ but the 
Government did its utmost to calm the people, and Mr. 
T. V. Soong, the Minister of Finance, played an heroic 
part in shaping and pressing this policy of moderation. 
The Chinese Government sent a second note to Japan. 

On September 2l fighting continued in Manchuria, 
Japanese troops advancing towards Kirin, and Japanese 
nationals evacuated the province. In Harbin there was 
some display of anti-Japanese feeling among Soviet ofl&cials. 
In Tokyo there was a Cabinet crisis with regard to the 
despatch of additional troops to Manchuria. The news 
broke of the beginning of the peace movement between 
Canton and Nanking, which has been progressing through 
a web of rumours up to the time of writing (October 19), 
when a formal conference between the two parties is on 
the eve of taking place in Shanghai. A large demonstration 
of students was prevented by the authorities in Peiping. 
Meanwhile, in the evening, General Minami, the Japanese 
War Minister, sent reinforcements from Korea into Man- 
churia on his own initiative. Later Kirin was occupied 
by Japanese troops. 

On September 22 Japanese troops were deploying 
towards Harbin. There was a second Cabinet crisis in 
Tokyo, Baron Shidehara, of the Foreign Office, and General 
Minami, of the War Office, taking opposite vievre with 
regard to further activities in Manchuria. The Japanese 
Government announced that the temporary military 
administrations in Mukden and other occupied towns in 
Manchuria were handing over to the Chinese civil autho- 
rities. In Nanking mass meetings of students took place 
urging a warlike policy upon the Government, and the 
Chinese Government took special precautionary measures 
to protect Japanese nationals in Na nkin g. 

On September 23, all the Japanese evacuated Nanking. 
There was another mass meeting in the capital, the Chinese 
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students demanding -war against Japan. Meanndiiie Japan- 
ese troops consolidated their position in the, province of 
Kirin, and the Gibinet in Toliyo arranged for the despatch 
of troops to Harbin. In Nanking the first message from 
Geneva signed hy Senor Lerroux produced a calming 
effect. China issued her third protest to Japan. In 
Hankow anti-Japanese demonstrations took place, but there 
was no damage to life or property. 

During the next few days, various military incidents 
were reported from Manchuria. Wherever Chinese troops 
were concentrated, Japanese aeroplanes dropped bombs 
in order to ensure their dispersal. On September 25, the 
Japanese Government issued an official statement to the 
effect that troops were being withdrawn into the railway 
zone, and that small detachments only remained in Mukden 
and Kirin. 

On September 26 there was a violent reaction in Nanking 
on the receipt of disappointing news from Geneva, and 
on September 28 a party of incensed Chinese students 
attacked Dr. C. T. Wang in the Foreign Office. 

On September 30 Dr. C. T. Wsng resigned his post as 
Foreign Minister. The position has not yet been filled, 
and the work is being shouldered for the most part by 
Mr. T. V. Soong. Meanwhile there arc many rumours 
regarding independence movements in Manchuria and 
Mongolia, which are believed to be inspired by the local 
Japanese authorities. There have been accusations from 
China and denials from Japan, and it has not been possible 
to ascertain how far these movements have been serious 
or how far they have received Japanese support. 

On October 2, Japanese aeroplanes reconnoitring dropped 
bombs upon Chinese troops stationed along the Harbin- 
Mukden Railway, and on October 4, four Japanese destroyers 
were ordered to proceed from Tokyo to Shanghai “ ovnng 
to the increasing gravity of the anti-Japanese movement 
in the Yangtse Valley.” 

On October 8, Japanese aeroplanes dropped bombs upon 
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Chindbow, which had been adopted, after the capture of 
Mukden, as the temporary headquarters of the Manchurian 
Government. Several Chinese were killed and the in- 
habitants of Chinchow were thrown into a panic. On the 
following day the Japanese Government explained the 
bombing of Chinchow on the grounds that the aeroplanes 
were first of all fired upon by Chinese troops. It was 
admitted that the Japanese aeroplanes dropped about 
seventy bombs, causing considerable damage. 

On October ii Mr. Shigemitsu, arriving in Nanking 
from Shanghai, presented a note from Japan to the Chinese 
Government protesting against the anti-Japanese agitation 
in various parts of China and warning the National Govern- 
ment that it must take responsibility for the consequences 
if the movement is permitted to continue. On October 13 
Nanking replied, stressing particularly the fact that while 
the Chinese Government had done its utmost to control 
the growing indignation against Japan which had been 
increased by recent incidents, such as the bombing of 
Chinchow, it was impossible to prevent a refusal on the 
part of Chinese traders to handle Japanese goods. The 
Chinese Government declared that, in spite of Japan’s 
provocative action, it would continue to give protection 
to the lives and property of Japanese nationals in Chiiut. 

From now on the situation in Manchuria remained 
unchanged, and the centre of affairs, which had already 
shifted from Manchuria to the Yangtse Valley, appeared 
to shift once more to Geneva, where the League Council 
reassembled on October 13. 

No attempt has been made to deal chronologically with 
the discussions of the Manchurian situation before the 
League Council or of the succession of notes and protests 
exchanged between Geneva and Nanking and Tokyo, or 
the part played by Washington. Every movement from 
Geneva, however slight, has been watched with intense 
interest in China. From the very commencement of the 
crisis on September 20, Chinese public opinion has been 
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concentrated npon the League <rf Nations. The Nanld^ 
Go^nment, making a tremendous and ezt^aordinariij 
successful effort to prevent the outbreak of any anti- 
Japanese incidents, and to preserve a calm atmosphere, 
has emphasised to the utmost the fact that China, relying 
upon the moral rectitude of her case, has placed her com- 
plete faith in the power of the League of Nations to enforce 
a just settlement. Public opinion is inflamed or calmed 
by the news from Geneva, and it is not an unjustifiable 
supposition that a failure now on the part of the League 
of Nations to justify the expectations of China, would 
have very far-reaching results with regard to the attitude 
of the Chinese towards foreign interests generally. It 
would almost certainly precipitate the fall of the Nanking 
Government. It is unquestionably true that the Chinese 
Government has done aU that could possibly be expected 
of any government to protect Japanese nationals and to 
prevent any aggravation of the situation. 

The protests on the part of the Japanese Government 
against anti-Japanese activities have so far been supported, 
by no definite examples that any such activities have 
occurred. There has been, on the other hand, considerable 
provocation on the part of the Japanese. 

On the Japanese side, never has a case suffered so badly 
for want of presentation. Japan has essential interests in 
Manchuria protected by treaties with China. China has 
repeatedly infringed both the spirit and the letter of these 
treaties. One of the most important of the Japanese 
grievances was directed against the contemplated building 
in Chinese territory of a railway parallel with the South 
Manchuria Railway and a port to rob Dairen of its traffic. 
This proposal is believed to be a direct contravention on 
the part of China of a treaty, the terms of which have never 
been made public. But Japan has not yet tabled in any 
convincing form the basis of her case against China. 
Furthermore, it seems clear that the whole operation has 
represented a lamentable failure to co-operate between the 
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Ministries of War and Foreign Affairs, The initial action 
having been taken on the night of September l8, the supple- 
mentarp movements took place automaticallp in accordance 
with carefully planned strategic arrangements. From a 
military point of view, ^ven that the first movement had 
been made, the further rapid deployment of troops and 
the prevention of any concentration of Chinese troops 
were necessary corollaries if a small force, strung out over 
a wide territory, was to be assured of protection for itself 
against potentially overwhelming forces at particular points. 

The boycott of Japanese goods in the Yangtse Valley 
is well sustained. It appears to be very largely a spon- 
taneous movement, and it does not seem to be conceivable 
that the policy, with which Japan was credited a week ago, 
and in accordance with wWch it was supposed that she 
intended to attempt to break the boycott by means of 
intimidation, could be successful. There have been no 
incidents in China involving the loss of life of Japanese 
nationals. 

Shanghai. 

October 20, 1931. 
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APPENDIX 

Map of the Region Affected 



Based on a map which appeared in 7be Times, October lO, I93i> 
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INDIA AND THE ROUND TABLE 
CONFERENCE 


A s on the last occasion, we write from India at an 
awkward moment. On the road before us — but just 
over the rim of the future, out of sight — lies a signpost by 
which our subsequent progress will be determined. Whither 
it will direct us it is at present* impossible to foretell ; and 
until we actually have it behind us we cannot be sure 
whether, in looking back over the events of the last three 
months, we are as yet in a position to see them in their 
proper perspective. And the signpost, this time, is a 
bigger one than that which lay before us in the last week 
of July, and points to destinations much more important 
and remote. When our last article was in course of 
preparation, the chief difficulty lay in estimating the future 
conduct of the Congress party ; that is, in deciding whether 
an analysis of what had occurred since the previous March, 
when the Irwin-Gandhi settlement was reached, suggested 
that the Congress really intended to send representatives 
to the second Round Table Conference in London, and 
thus to fulfil what was, from the political, if not the adminis- 
trative, point of view, the most important purpose for which 
the settlement was designed. On that occasion, we 
permitted ourselves the luxury of prophecyt which, in the 
event, proved justified, despite the fact that, a fortnight or 
so after our article was completed, both Mr. Gandhi and 
some other prospective delegates closely associated with 
him announced that they had definitely decided against 

• This article is dated November i. 
t See The Round Tabu*, No. 84, September 1931, p. 829. 
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pardc^ting in the Conference. Po8fflbl7, withia the n^ 
few weeks, the arguments we adduced in support of our 
forecast majr prove to have been correct also. But, how- 
ever that may be, the uncertainty now before us is of vastly 
greater scope than that provided by the intentions of a 
particular group of political leaders. The second Round 
Table Conference has now been in session for over seven 
weeks, and to the majority of competent observers in this 
country it appears to have revealed or created more diffi- 
culties than it has solved. No announcement of policy, 
other than that made by the Prime Minister on January 19 
last, has up to the time of writing been forthcoming from 
the British side ; and, with things as they are at present, it 
is hard to see how any announcement that does not consist 
largely of ambiguous and unsatisfactory generalities can be 
made. Nevertheless, as was pointed out in our last article, 
and as the British public, even now, is still liable to overlook, 
there is probably no country in the world to-day where so 
much of the idealism and mental energy of the educated 
classes is devoted to political matters as in India ; and 
during the last two or three decades a large and increasing 
proportion of this section of the population — probably 
80 or 90 per cent, would not be an over-estimate of their 
number nowadays — ^has been animated by an intense desire 
that their country’s constitutional status should be in some 
way substantially improved. A full two years have now 
elapsed since the project of holding the Round Table 
Conference was first officially announced,* and throughout 
that period it has presented itself to educated Indians as 
the only practical means, short of directly revolutionary 
activity, whereby any satisfactory measure of the political 
advancement they have so long and fervently desired can 
be obtained. Should it fail, or yield results so meagre 
• The day on which this article was completed was actually the second 
anniversary of Lord Irwin’s famous statement on the subject ; but rumours 
that some such plan was being devised had been current for months before- 
hand. Moreover, a conference of an approximately similar nature had been 
demanded on various occasions by nationalist leaders for several years. 
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axid remote as to be genuinely offensive to most members of 
the literate classes — we may disconnt, of course, in advance, 
the merely automatic protests which, will inevitably be 
raised, for tactical reasons, whatever the outcome may be — 
the consequences would unquestionably be very serious and 
far-reaching. Within a fortnight from now some announce- 
ment by the Prime Minister, or the Secretary of State, of 
the intentions of the British Government concerning the 
Indian constitutional conundrum must apparently be made. 
Upon the nature of that announcement, and its reception 
in this country, will depend the politicians’ conduct in the 
future, and the historian’s interpretation of the past. 


I. Mr, Gandhi’s Reasons for Going to London 

I N describing — within the limitations imposed by our 
inability to anticipate the results of the Conference — ^the 
more noteworthy events and movements of opinion during 
the last three months, it may seem unnecessary to devote 
much space to the subject of the workings of Mr. Gandhi’s 
mind during the anxious weeks when he was deliberating 
whether to venture to London or not. The episode in it- 
self now seems, from our present vantage ground, curiously 
isolated and remote j but a good deal lay behind it, and 
since its significance was perhaps at the time insufficiently 
appreciated in England, it is proposed to take it as a starting 
point. It is of course true that, ever since the plenary 
session of the Congress at Karachi ended during the last 
week in March, Mr. Gandhi had spent a great deal of his 
time in Gujerat, listening to and endeavouring to redress 
the imaginary or actual grievances of the peasants, a pro- 
ceeding which, incidentally, now appears to have been 
somewhat misdirected, since had he, instead, carried out 
his professed intention of devoting all his energies to seeking 
a solution of the communal problem, the leaders of the 
various groups in London wo^d possibly have been more 
102 



Mx. E^o&« for Gomg to London 

acoommoditmg to one another, and public ezh^tion oi 
the disunity and mistrust that can exist between Indians 
might have been largely avoided. It is also true that Mr. 
Gandhi is himself of Gujerati origin, that his personal 
influence, great though it has been throughout the whole 
country, is most pronounced in his home province, and 
that the cultivators in the region concerning which the 
dispute arose, particularly those of the Bardoli taluka, 
have well repaid the attentions that the Congress leaders 
have lavished upon them in the past, and might reasonably 
think themselves entitled to claim special favours at their 
hands. But that these considerations alone explained 
Mr. Gandhi’s conduct, whereby the participation of Con- 
gress in discussions affecting the political future of the 
whole of India was made solely dependent on the circum- 
stances of a particular set of cultivators in Gujerat, none 
but the most ingenuous readers of Congress newspapers 
ever seriously believed. What really goes on in the mind of 
one who is at the same time an astute politician, a brilliant 
publicity expert, an honest and charming man, a humorist 
and a saint, is one of the major problems of our times, but 
we may tentatively put forward the following as constituting 
part of the explanation. 

From the time when the Irwin-Gandhi settlement was 
reached, Mr. Gandhi, we would suggest, had never decided 
whether, if it came to the point, it would really be to the 
advantage, either of his party or of India, that Congress 
should be represented at the Conference. There would be 
serious risks to be faced whichever course was adopted ; 
and when the Working Committee decided that he should 
be the sole Congress representative, the problem, by being 
made personal, became even more acute and involved. It 
was conceivable that, extreme and unpalatable though the 
Congress demands would be, something approximating to 
them might actually be conceded at the Conference. The 
first session had progressed unexpectedly far, and Great 
Britain was in a “ defeatist ” and pessimistic mood, 
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distracted by domutic difficulties. Were something’ really 
substantial obtained at the second session, the Congress 
would look ridiculous by having refused to participate, and 
the politicians who had attended the Conference would 
return to India with greatly enhanced prestige. Moreover, by 
abstaining, the Congress would expose itself to the frequently 
repeated taunt that it is incapable of being effective except 
in non-co-operation, and has no capacity for constructive 
statesmanship. Again, while the Conference was in pro- 
gress, the Congress would have a difficult role to play, and 
might lose ground throughout the country ; civil dis- 
obedience, it was agreed, could not be resumed for at least 
some months with much prospect of success ; and the 
Congress therefore, if unrepresented at the Conference, 
could do little to attract attention to itself. But by sending 
Mr. Gandhi to London, and retaining in India plenty of 
leaders capable of keeping the organisation in good trim, 
the Congress would place itself in a strong position, both 
morally and strategically. Whatever happened, it could 
then assert that it had done its best to obtain a settlement 
of its claims by reasonable negotiation ; and meanwhile 
sufficient time would have been gained to enable the civil 
disobedience movement to be resumed with less difficulty, 
and, should the Conference fail, with more justification. 

As against all this, however, there were several 
weighty considerations suggesting that abstention would be 
the wiser course. When the Irwin-Gandhi settlement was 
reached, the prestige of Mr. Gandhi, and of the Congress as 
a whole, was at an unprecedentedly high level. But enthu- 
siasm subsides quickly in India, and already, as the summer 
advanced, there were signs that interest in the Congress and 
its activities was flagging. In the past — ^and particularly 
during the fifteen months prior to the settlement — a good 
deal of Mr. Gandhi’s influence and authority had been due 
to the almost mystical air of aloofness and implacalnlity 
with which he and some other Congress leaders were 
surrounded. But once he comimtted himself to journeying 
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tQ London^ to nc^tute with members of tb« British 
Gov^TUnent in company with a crowd of his own 
compatriots, he would descend nearer to t!he level of 
ordinary humanity, and lose something of the advantage 
which his intransigence and Mahatmaship had previously 
conferred upon him. And this was not all. Although 
the numerous other groups and interests which havp been 
given representation at the Conference are very amorphous 
and ill-organised — the Congress being almost the only 
body in India which can be said to approximate in effective- 
ness to a political party as the term is understood in Great 
Britain or the Dominions — ^many of the delegates who have 
been chosen to speak for them are extremely able and 
practical men, have spent years in public life, and in some 
instances have had extensive administrative experience. 
The question must surely have arisen in Mr. Gandhi’s 
mind, as it certainly did elsewhere, whether, when sitting 
in deliberation with compatriots of this intellectual calibre, 
and with members of the British delegation, his own 
personal reputation would not suffer — despite his legal 
training and effectiveness as a speaker. Then, again, 
there were certain skeletons in the Congress cup- 
board which would probably have to be disclosed at the 
Conference, but which in India might still be safely kept 
in darkness. The question of federation, for example. 
The Congress press, when the first Conference was in 
progress, seemed jubilant over the volte jace of the Princes, 
applauding their action as a great patriotic move which 
would advance the nationalist cause. But actually the 
declaration of the States’ representatives in favour .of 
federalism took most Congressmen by surprise, and dis- 
organised their political philosophy. For years they had 
thought only in terms of British India, and the more 
optimistic among them had believed that, by capturing the 
existing central Government, and over-riding such oppo- 
sition as the Moslems, Liberals and other indigenous oppo- 
nents might he able to muster, they would in time be able 
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to absorb the States into British India hy a process of 
mediatisation and establish a united Indian republic. The 
ultimate implications of the Princes’ action were therefore, 
despite protestations to the contraiy, displeasing to Con- 
gressmen j and although Mr, Gandhi’s public utterances 
on the subject had been very discreet, he could not be 
expected, when it came to the point, to agree that the new 
Federal Government should be established on the Austra- 
lian model, that is that it should be little more than the 
“ agent ” of the various Provinces and States, or that the 
Princes should have substantially more seats reserved for 
them in the Legislature than the population of their terri- 
tories would normally warrant, or that the politicians of 
British India should be denied all right of interference in 
the States’ internal affairs. Further, there was the com- 
munal problem to be faced, and the position of the Congress 
with regard to this, at the time when Mr. Gandhi had to 
make his decision, was embarrassing. The Congress press, 
of course, has for years sedulously fostered the idea that 
communal antagonism is not a natural growth, arising out 
of long-standing social and religious differences, and 
complicated by the advent of democracy, but a canker in 
the body politic artificially created by the British for their 
own purposes ; Congress leaders have frequently claimed 
that, were they free to devote their undivided energies to 
this problem, they could solve it in no time. Yet, instead 
of concentrating his attention on the communal issue, Mr. 
Gandhi, as we have indicated, had spent the larger part of 
the period available since his triumph at Karachi in investi- 
gating agrarian grievances in Gujerat, and such communal 
negotiations as there had been* had been so entirely fruitless 
that, shortly before he was due to leave for London, the 
Congress Working Committee had thrown up the sponge 
and, by definitely plumping for joint electorates, had 
antagonised the bulk of Moslem opinion in this country. 
Finally, it was to be anticipated that, if Mr. Gandhi went 
• See The Round Table, No. 84, September 1931, p. 8*5. 
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to Lomdon, his receptioa by some of die other delegates 
would be rendered somew^t awkward by the claim, so 
anremitting^y made on his behalf by his admirers, that the 
Mahatma represented the united voice of an In<han nation, 
and that no other Indian present at the Conference would 
have a right to speak. 

There is good reason to suppose, therefore, that the 
Gujerat business really had very little to do ivith Mr. 
Gandhi’s hesitation about going to London ; and in this 
analysis of supplementary reasons it is possible that there 
will be found the explanation of much that has subsequently 
happened at the Conference. No doubt Mr. Gandhi was 
perfectly sincere in the concern that he evinced for the 
Gujerat peasants, though it may be pointed out that, in so 
far as mere impoverishment consequent upon the eco- 
nomic depression and the civil disobedience movement was 
concerned, he could have found much harder cases else- 
where. No doubt also he was to some extent misled by 
Mr. Vallabhai Patel, who, it would seem, has always been 
averse to the Congress participating in the Conference, and 
who has much greater local knowledge than Mr. Gandhi, 
into supposing that the condition of the peasants, and the 
conduct of the district authorities, gave more grounds for 
dissatisfaction than was actually the case. But the real 
reasons for his agitation were certainly more substantial, 
and the state of affairs in Gujerat seems to have been 
selected only as a convenient means of bringing them to a 
head. If the Government, in order to secure the repre- 
sentation of the Congress in London, could be induced to 
concede his demands, constitute a committee of enquiry, 
and perhaps even admit the principle that the Congress 
was entitled to act as an intermediary between the admini- 
strative officers and the people, Mr. Gandhi could leave 
India with the assurance that the enormous prestige which 
he had enjoyed at Karachi, but which had subsequently 
shown signs of waning, had actually been enhanced. The 
Government, however, acted with commendable caution ; 
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the Coagxeu “ charge sheet *’ was promptlj and ejSecdvel^ 
answered ; time was allowed to elapse without deduons 
being reached; a detailed schedule of breaches of the 
settlement on the part of the G^ngress, which it was 
believed that the authorities had read7 for publication in 
certain eventualities, was not released ; and in the end Mr. 
Gandhi suddenly pocketed his scruples and departed for 
London without having obtained more than an insignificant 
fraction of what he had demanded. 


II. The Reaction in India to the Conference 
Proceedings 

W E must now briefly indicate how the negotiations 
in London since the Conference actually began 
have affected the state of opinion in India. There is no 
need to deal with the subject chronologically, since the 
proceedings have been better known to the British than 
to the Indian public, and in any case by the time these 
words are read, the significance of the detailed day-to-day 
events will have been interpreted in terms of the final 
result, which is as yet unknown to us. A few general 
impressions must therefore suflice. Firstly, then — since 
we have been dealing with the topic hitherto — there are 
the reactions to Mr. Gandhi’s activities. For weeks after 
his arrival in England, and even during the voyage, the Con- 
gress press was turgid with accounts of every detail of his 
new existence, and strenuous endeavours were made to 
sustain the belief tliat the Mahatma’s presence in London 
would work a miracle. “ Gandhi ji’s conquest of Lanca- 
shire ” was jubilantly announced ; the special traffic arrange- 
ments made during his passage from the East End to St. 
James’s Palace were carefully noted, as indicating his pecu- 
liar status ; great significance was atuched to the fact that, 
in first attending the Conference, he was given a seat next 
to Lord Sankey ; and crowds were reported as cheering him, 
io8 



'rib Reacticm in Indk 

jwt as in India, wherever he appeared. 3 ut this ezdted 
interest conld not be tnaintained for long; the patent 
failure of the Mahatma to advance the G^nference pro- 
ceedings by miraculous or other means, and particularly his 
inability to settle the communal problem, caused steadily 
increasing disillusionment, and at present it would be true 
to say that Mr. Gandhi’s stock in this country is lower than 
it has been since 1929. This is in many respects regrettable. 
For should he desire to revive the reverence and enthusiasm 
for himself, there is no doubt that he could do so, at any 
rate for a while, by issuing orders for a resumption of civil 
disobedience ; and the reports received of the speech he 
made yesterday to the Commonwealth of India League 
would seem to indicate that he contemplates action of this 
kind. On the other hand, should he decide, on returning 
to India, to shut himself up in his ashram and eschew 
politics again, the results might be equally unfortunate, 
since those on whom his mantle might descend would find 
it hard to resist the temptation to acquire prestige by initiat- 
ing some fresh subversive movement ; and no one believes 
that any of the possible successors to Mr. Gandhi would be 
able — and some would not wish — to keep the movement 
even nominally “ non-violent.” Before we finally leave this 
topic, the attitude of the Europeans in India to the Mahat- 
ma’s activities in England is worth commenting on. Some, 
particularly the more “ race-conscious,” exhibited signs 
of annoyance and perturbation at the unexpectedly warm 
reception he obtained, and fears were expressed that the 
ignorant and impulsive British public might be deluded 
into the belief that he is what he claims to be, the spokes- 
man of a united Indian nation. To others, however — as it 
also did to practically every educated Indian — it gave 
genuine pleasure, as illustrating the natural hospitality and 
large-heartedness of their race ; and had Mr. Gandhi, as 
was anticipated in certain quarters, been subjected to insult, 
particularly in Lancashire, the consequences here would 
certainly have been unpleasant. 
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TItt settled pessimism which now obtains in CoE^tess 
drdes concerning the outcome of the Conference is 
largely due to disappointment over the achievements of 
their leader ; and in a section of the press, insinuatkais 
are becoming daily more frequent that the Mahatma has 
been outwitted by the subtleties and anti-Indian machina- 
tions of British politicians. Acute depression also prevails 
in almost every other school of political thought, the 
Liberals being particularly downcast. On all sides, and 
amongst responsible far-seeing men, one hears it argued 
that since, apparently, no workable constitution satis- 
factory to nationalist sentiment can be obtained for a 
number of years, India must seek relief for the malaise 
she suffers from in the same way as other countries simi- 
larly afflicted have done in the past, that is, through 
drastic internal readjustments involving bloodshed. Only 
by surgical methods, it is suggested, can the agonising 
pangs caused by the birth of so immense a nation be tolerably 
shortened. There is widespread recognition, amongst 
intelligent Indians, that no one can reasonably be blamed 
for this ; that the necessity arises naturally from the 
complexity of the disease. But this does not alter the 
gist of the argument ; and it is also generally held that the 
second session of the Conference, which is likely to be the 
deciding factor, has been attended by singular misfor- 
tunes from the outset. The first session achieved seme 
surprising results. By the unexpected decision of the 
Princes in favour of federation, the whole nature of the 
constitutional problem was altered, and responsibility 
at the centre, which has so long been the unattainable 
goal of nationalist aspirations, was suddenly brought 
within reach ; the session also created an extremely 
valuable “ atmosphere.” On the other hand, the rapidity 
of the advance was somewhat misleading, since, except 
for the question of provincial autonomy,* all the important 
decisions made were of a provisional nature and not 

* Alio recommended in the Report of the Simon G>mmi«uoa. 
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dbbomtely ivorked out. second session, therefore, 

was not onty exposed to all the disadvantages from which 
a “ sequel ” ordinarilj suffers, but was also required to fill 
in, in a painstaking practical manner, the details of a 
sketch whose outlines had aLready been drawn, and in 
which no exciting modifications were likely to be made. 
Meanwhile, in India, between the first and second sessions 
of the Conference, the situation had become a good deal 
more confused. Communal relations had markedly deterio- 
rated, not only owing to the breakdown of the negotiations 
between the leaders of the orthodox and nationalist Moslem 
groups, but also to an increase of friction between Hindus 
and Moslems in their ordinary day-to-day relations. 
Memories of Cawnpore were no doubt partly responsible 
for the latter, and also the riots in Kashmir, whose impli- 
cations were far more important than people in England 
appeared to appreciate. In addition, the attitude of some 
of the Princes towards the prospects of federation was 
becoming noticeably hesitant. 

Thus when the first batch of delegates left for London 
the political atmosphere here was already murky, and 
what has happend since has only increased the prevailing 
gloom. Despite optimistic declarations by Lord Sankey 
and others, the progress made as yet towards solving the 
four major questions left open by the first Conference — 
namely, communal relations, the terms on which the 
Princes would consent to federate with British India, 
the nature of the “ safeguards ” to be provided under the 
new constitution, particularly with regard to the army 
and finance, and the protection to be afforded to British 
trading interests — seems to Indian observers to have been 
infinitesimal. In the extremist press the deplorable failure 
of the negotiations for a communal settlement is generally 
ascribed to British intrigue, the contention being that the 
delegates were intentionally selected in such a way as to 
render agreement between them impossible. Elsewhere, 
however, it is recognised that, while political organisations 
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in Tndi* remain in such a rudimentary state, a considerable 
number of those invited to attend a conference such as 
ttiU must inevitably be identified with some extreme point 
of view. But it was hoped that, when deliberating together 
in a foreign country, beyond the reach of their more 
vociferous supporters, Indians of all schools of thought 
would be able to compose their domestic differences ; 
that they have, nevertheless, failed to do so has caused 
widespread disappointment, and few observers in this 
country believe that a real communal settlement can now 
be effected here for several years, particularly now that 
the Depressed Classes, Anglo-Indians, Indian Christians 
and others have started claiming special representation 
in the Legislatures on the same grounds as the Moslems 
and Sikhs. The hesitations and reservations of certain 
Princes have also given rise to alarm. Some of the major 
rulers whose activities were most conspicuous at the 
first Conference have not journeyed to England at all, and 
the Maharajah of Bikaner, who appears, more than any 
other member of his order, to have been responsible for 
the attitude that the Princes adopted last year, is now 
returning home. Significance is also attached to the fact that 
the press messages sent through concerning the course of 
events in London have been noticeably less voluminous 
and informative than on the previous occasion. As a whole, 
the proceedings seem to have been entirely overshadowed 
by the political crisis in England ; and the appointment of 
a member of the Conservative party as Secretary of 
State, followed by the staggering success of the Conser- 
vatives at the polls, is interpreted as being of ill omen for 
India. 

The prevailing view here at present regarding the 
outcome of the proceedings in London is therefore approxi- 
mately as follows, though it may, of course, be falsified 
by the events of the next fortnight. The Conference, it is 
believed, will in two senses prove a failure j that is, it 
will reach no final conclusions on a number of the most 
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oontioy^^ pc^ts at issue, and such provisioiial decUiom 
as are made will fall short of those dei^anded the 
bulk of nationalist opinion. The British Government, it is 
assumed, will have to impose an arbitrary settlement in 
certain matters, particularly as regards the communal 
difficulty, and then proceed to draft a Bill for presentation 
to Parliament, incorporating therein such features as the 
Conference has been able to agree upon. Possibly certain 
eminent Indians will be asked to assist the Parliamentary 
Committee in its work, but no Congressman will be among 
them. When, or before, the Bill is passed, it will be 
vociferously repudiated by large sections of political 
opinion here, and the resultant state of affairs will be not 
unlike that which existed after the introduction of the 
Montagu-Chelmsford reforms. Many nationalist politicians 
now appear to consider that an imposed settlement would 
be a positive benefit to them. Under any imaginable new 
constitution, they must surely obtain at least a little more 
control over the direction of their country’s destiny than 
they have under the existing constitution, and if any 
feature of the machinery is of purely British manufacture, 
it will enable them to restore an appearance of unity among 
themselves, by denouncing on patriotic grounds what 
many, no doubt, will subsequently be willing to make 
quiet use of. But the Congress certainly will be anxious, 
and perhaps able to do more than this. Recovery from 
the effects of the last civil disobedience movement is 
still far from complete, and the general economic depres- 
sion, despite the slight improvement in trade caused by 
the depreciated currency, remains intense. The country, 
therefore, is in a very abnormal state. Were the Congress 
leaders to decide, as a protest against the conclusions 
reached at the Round Table Conference, to resume civil 
disobedience, the consequences would be extremely serious, 
and might possibly lead direct to that general breakdown 
of the social and political structure which many thoughtful 
observers believe to be ultimately inevitable. 
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III. The Financial Crisis and Other Matters 

F rom the purely administrative point of view, the 
three months that have elapsed since our last article 
was written have not been very eventful. Riots have been 
few in number, the most noteworthy having been the 
disorders in Chittagong on August 31, consequent upon 
the murder of a Moslem police officer, and the renewed 
disturbances in Kashmir on September 22 and 23 ; both 
were of the communal type. Agrarian unrest continues, 
particularly in the United Provinces and Gujerat, but 
does not appear to have become worse. In Burma, 
murders, dacoities, and affrays between the forces of the 
Government and wandering rebel bands are still reported 
almost daily, and no one in Delhi appears to pay much 
attention to them, or to know how a revolt which has now 
been in progress for over ten months can be suppressed. 
At the end of July, when our last article was in course of 
preparation, there had been a sudden revival of terrorist 
outrages — ^the attempt on the life of Sir Ernest Hotson, 
the stabbing of two British officers in a railway train, and 
the murder of Mr. Garlick having occurred within a few 
days of one another. Subsequently there was a lull, the 
attacks on the Commissioner of Dacca at Tangail on 
August 21, and on Khan Bahadur Ahsanullah at Chittagong, 
on August 30, having been the only noteworthy crimes 
of this nature between the end of July and the end of 
October ; but within the last week there have been two 
further outrages of the worst type, the attempts on the 
life of Mr. Durno, in Dacca, and Mr. Villiers, in Calcutta, 
having been almost simultaneous. In an endeavour to 
deal with the situation in Bengal, the Viceroy has been 
compelled to promulgate an Ordinance extending the 
scope of the Bengal Criminal Law Amendment Act ; but 
none but the most optimistic believe that measures such 
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as can stamp out terrorist crime altogether. As 
regards the Congress, throu^out the three months the 
various leaders, although they have kept quiet for fear of 
embarrassing Mr. Gandhi, have been by no means inactive, 
and there is reason to suppose that their preparations for a 
renewal of the conflict with the Government have made 
considerable progress. The members of the Working 
Committee might, of course, if they decided on the resump- 
tion of civil disobedience this year, find it difficult to 
arouse the same desire for gaol life among their followers 
as on the last occasion ; moreover, funds to finance an 
extensive campaign must still be short. But it is advisable 
to remember that the success of the 1930 movement took 
most authorities here by surprise ; that loyalists have been 
greatly discouraged by the events of the last few years ; 
that the general economic depression and the imposition 
of fresh taxation have rendered the Government unpopular 
both among the peasants and the middle classes ; and 
that many of the influential zemindars have been estranged 
by the policy adopted with regard to the remission of rents. 
While, therefore, there might be less active enthusiasm for 
civil disobedience, were it renewed within the next few 
months, there is nevertheless a good deal of latent hostility 
to Government seeking to find a vent. 

As this article has already extended beyond the limits it 
was intended to fill, the concluding paragraphs, describing 
the effects which the financial crisis of September had on 
the movements of Indian political thought must perforce 
be condensed. In any case, at the moment, an analysis 
can be no more than provisional, since the emergency 
session of the Legislature, convened for the purpose of 
passing the new Finance Bill, is not due to meet until three 
days hence. At the time the crisis arose in India, as in 
England, it had been believed for weeks beforehand, that 
something of the kind was inevitable — the Simla session 
of the Legislature was in progress, and opinion was therefore 
able to consolidate fairly rapidly. When the news was 
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received on September 21 that Great Briuun had alnndcmed 
the gold standard, and that the Viceroy had forthwith issued 
an Ordinance providing for similar action in India, but 
without establishing any relation between the value of the 
pound and the rupee, there was of course some consterna- 
tion, but the general view was that the Government’s action 
would prove popular. Ever since the rupee was stabilised 
at IS. 6d. by Sir Basil Blackett in 1927, such nationalist 
leaders as were concerned with financial affairs had protested 
that so high a rate of exchange was contrary to the coun- 
try’s interests, and during 1930, there was reason to believe 
that a deliberate export of capital was being organised, 
particularly in Bombay, by individuals who stood to gain 
substantial profits by forcing the Government to depreciate 
the currency. The implications of the Ordinance therefore, 
although surprising, were by no means unsatisfactory ; 
but when it was promptly followed by the Secretary of 
State’s announcement that the rupee would be linked to 
sterling, instead of being allowed to find its own level, 
intense resentment was aroused. Into the technical 
details of the arguments used we need not enter. For it 
was clear that, even if India stood to lose in one way, she 
certainly would gain greatly by the fact that the cost of her 
sterling commitments would not be increased by the 
rupee depreciating versus the pound ; moreover, the 
undertaking of the British Government to render financial 
assistance to India in certain eventualities was at the same 
time renewed. Actually, the indignation evoked by the 
decision taken in Whitehall was based far more on con- 
stitutional than on financial considerations. Not only 
had no reference to a matter closely affecting India’s inter- 
ests been made to the Indian Legislature, which was at 
the moment in session, but there were also grounds for 
supposing that arrangements provisionally made by the 
Viceroy-in-Council had had to be modified as a result of 
peremptory orders issued from the India Office. Such 
an' incident naturally caused serious offence to Indian 
n6 
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lutkHulists ; there was, moreover, a good deal of sympathy 
with them in European circles, since the conviction is grow^ 
ing that it is impossible to rule a country in two places at 
once, and that the intervention of Whitehall in all important 
matters of policy is tending to paralyse the administration 
at a time when strong government of some kind is im- 
perative. Comments of this kind were also prevalent 
during the course of the negotiations between the Govern- 
ment and Mr. Gandhi in August. Had all three Indian 
members of the Viceroy’s Council, and possibly the Finance 
Member as well, tendered their resignations over the 
currency question, it would have occasioned little surprise. 

The emergency budget which Sir George Schuster 
shortly afterwards presented to the Legislature, and whicb 
is to come up for detailed discussion during the special 
session a few days hence, is certainly a drastic one, and 
it is difficult to predict its fate. On the whole, however, 
the prospects seem favourable. Substantial economiec 
by way of retrenchment are to be effected, and the fresk 
taxation proposed is fairly evenly distributed ; and sinct 
the depreciation of the currency has given some stimulu! 
to trade, the sacrifices required may, perhaps, be mon 
easy to bear than appeared likely in September. But if it 
becomes clear, during the course of the next week or two, 
that civil disobedience is to be resumed, all estimates ol 
the future course of events, both as regards finance and 
administration in general, will have to be revised. 

India. 

November i, 1931. 
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I. The General Election 

T hree months ago a Labour Government was in 
office, supported in the House of G)mmons by 280 
Labour members, over 50 Liberals and a few Independents. 
To-day a National Government is in power, supported by 
473 Conservatives, 68 Liberals divided into two roughly 
equal groups, 13 Labour members and 2 Independents. 
The official Labour party can count on only 52 members in 
the House of Commons, and this handful, together with 
the Lloyd George family party of four, form the Opposition. 
Such is the result of a series of events culminating in the 
most sensational general election in British political 
history. 

The story of these events, though dramatic, can be told 
almost uncontroversially, thanks to the volume of the 
revelations made by the participants during the election. 
The last issue of The Round Table* left the Labour Govern- 
ment struggling with the necessity of meeting enormous 
deficits in prospect for this year’s and next year’s budgets. 
It is now known that this deficit had been estimated at 
nearly ^^75,000, 000 for this year and at 70,000,000 for 
next year. Moreover, these deficits, the growing world 
crisis and the ever mounting costs of the “ dole ” had 
profoundly shaken the confidence of the world in the value 
of sterling, and, besides this, foreign countries, also in diffi- 
culties, had been withdrawing their deposits from London 
* See The Round Table, No. 84, Sq>tember 1931, p. 8}6. 
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do as to increase their own liquidity. Concunently with 
their task of balancing the budget, the Gkjyemment also 
felt constrained to obtain credits in foreign currencies 
in order to prevent the depreciation of the pound— an 
original credit of jf5o,ooo,ooo obtained by the Bank of 
England for this purpose having been almost used up. 

The whole Labour Cabinet realised that the balancing 
of the budget was an essential preliminary to the restoration 
of confidence in sterling. They were substantially agreed 
also that the budget must be balanced on the principle of 
“ equality of sacrifice,” and part of the deficit would have to 
be met by economies and the rest by increased taxation. 
In their earlier discussions considerable progress was 
made in defining the details of a plan, which in its final 
form took shape in a “ provisional ” agreement to effect 
economies totalling ^^56,000,000 a year at the expense of 
the defence services, the civil service, the teachers, the 
police, and the unemployed. The agreement was ** pro- 
visional ” in the sense that it awaited, for confirmation, 
the details of the new taxation by which economy was, to 
be supplemented. Since these details of new taxation fol- 
lowed in the main the principles laid down by Mr. William 
Graham,* it would appear that at one time the Labour 
Cabinet were ready to present to Parliament a scheme prac- 
tically identical in principle and largely identical in detail 
with that subsequently presented by the National Govern- 
ment. Indeed, Mr. Baldwin, who was consulted as leader 
of the Conservative Opposition, has since stated that he 
believed that the Labour Government would face their 
task, and that he had promised them help in facing it on the 
lines foreshadowed to him. But when the plan was presented 
to the Trades Union Council, that body rejected it. It 
would, Mr. Henderson considered, be no use going on 
unless the Government carried their own people with 
them in the economies that they proposed. The 
* See an article by Mr. William Graham in the Daily HtraU of 
September 3 last. 
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Cabinet became sharply divided and, after toying with the 
idea of a revenue tariff, finally came to an open rupture. 
The breaking point was the proposal to reduce the rate 
of unemployment benefit by lo per cent.,* though it is 
doubtful whether unanimity would ever have been possible 
in face of the hostility of the Trades Union Coimcil. This 
reduction was in itself less than other forms of retrench- 
ment at the expense of the unemployed already agreed 
upon, and Mr. Alexander, one of the dissentient Ministers, 
had reported that an adequate cut in unemployment 
benefit as well as in the public services all round was 
essential to the acceptance of cuts in naval pay. Moreover, 
it had been found impossible to procure the required 
foreign credits without increasing the amount of the pro- 
posed economies. Nevertheless all the members of the 
Cabinet except the Prime Minister, Mr. Snowden, Mr. 
Thomas, Lord Sankey, and Lord Amulree resigned. 

Mr. MacDonald might easily have given up also, but at 
the request of the King he decided to try to form a National 
Administration. Mr. Baldwin, whatever may have been 
his ambitions for himself or his party, at once agreed to 
support him, and Sir Herbert Samuel, who was leader of 
the Liberal party during the illness of Mr. Lloyd George, 
also consented to co-operate. The new Government was 
formed for the particular purpose of balancing the budget 
and restoring confidence in the national credit.f On the 
completion of its task it was understood that Parliament 
would be dissolved as soon as circumstances permitted. 
A small Cabinet of ten members was formed. Parliament 
was at once summoned, and on September lo Mr. Snowden 
presented a second budget which practically enacted the 
plan from which his former colleagues had broken away. 
Besides the economies already detailed — totalling 

• The proposal involved a sum of ^£12,800,000. 

t See Mr. Baldwin’s statement on August 24. The official announcement 
stated that “the specific object for which the Government is being formed 
is to deal with the national emergency . . . when that purpose is achieved 
the political parties will resume their respective positions.” j 
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£fOfOOOtOOo in a full jrear — Mr. Snowden proposed to 
raise (in a full year) j^57, 500,000 by increases in direct 
taxation, ^^24,000, 000 by indirect taxation, mainly confined 
to beer, tobacco and petrol, and £20,000,000 by reducing 
the Sinking Funds to the actual contractual obligations 
contained in the prospectus of the various Government 
loans. This plan balanced on strictly orthodox lines the 
budgets of 1931-32 and 1932-33. 

But the nation was by no means out of its difficulties. 
It would, indeed, have been foolishly sanguine to suppose 
that a balanced budget was a sufficient buttress for sterling. 
Other unfavourable factors persisted. The value of a 
currency depends just like the value of everything else upon 
the laws of demand and supply, and the demand for 
sterling continued to be less than the amount offered. One 
reason was that the balance of trade was unfavourable to 
this country, and on that account alone sales of sterling 
probably exceeded purchases by nearer ^^2, 000, 000 than 

1,000,000 a week. A second reason was the continuance 
of financial panic in foreign money centres, which induced 
foreigners holding sterling securities or balances ' to 
realise them, and convert the proceeds into foreign 
currencies. A third reason was the lack of unanimity. 
The opposition of the Labour party gave the world 
the impression that the British nation was indifferent 
to its danger or at least not united in facing it. Finally, 
certain incidents in the Atlantic fleet at Invergorden were 
interpreted abroad as the possible beginning of a general 
naval mutiny and the prelude to a revolution against the 
National Government. The part that sailors had played 
in starting revolutions both in Germany and in Russia 
was recalled. What actually happened in this case was that 
the proposals for reductions in naval pay were promulgated 
without sufficient explanation or sufficient inquiry into the 
results upon individuals. A certain section of the Atlantic 
fleet refused duty. There is not the slightest reason to 
minimise the serious nature of this action, which was 
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mdefensibk and deeply resented, as subsequent events 
showed, by the navy generally. But when the steps, which 
might well have been taken before the trouble, had been 
taken, and the Atlantic fleet had been sent to its home ports 
with the promise of inquiry into cases of hardship, no 
further difficulty was experienced. Meanwhile, however, 
the damage had been done. Throughout a critical week, 
the sales of sterling increased in volume and most of the 
credits of j^8o, 000,000 obtained by the Government for 
its support were exhausted. On September 21, Parliament 
sanctioned the suspension of payments in gold, which had 
been the guarantee of the gold value of sterling, and the 
pound was left without artificial defence. 

A new situation was thus created. The National 
Government had failed in its technical object of main- 
taining the gold standard, but it had balanced the budget 
and succeeded in achieving its material object of preventing 
a currency collapse which would have been reflected in 
soaring prices. The pound bought less abroad, but it still 
bought practically as much at home as ever it did. There 
was no internal inflation such as would start this country on 
the slippery slope of printing money. Nevertheless, no 
one could teU how long this relatively favourable situation 
would continue. The Government took immediate powers 
to correct adverse monetary influences and to check 
profiteering ; but, after all, the powers of a Government 
in these directions are limited. It became clear at any 
rate that a National Government’s task was by no means 
ended with the balancing of the budget. At this point 
controversial issues, so far dropped by mutual consent, 
began to appear. Clearly if the country was to be preserved 
from internal inflation, the trading accounts must be 
balanced. But how was this to be brought about i All 
sorts of suggestions were made ; an international confer- 
ence ; the prohibition of certain imports ; some maintained 
that the pound, no longer tied to gold, should be left to 
find its own level. This, it was said, would automatically 
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rectify’ the bjdance of trade, and if the pound were kept, as 
it oonld be, between two extremes, there -would be no risk 
oi prices rising sufficiently to render an incirease in -wages 
necessary. Lastly — a suggestion which, unlike the others, 
raised a first-class party question — ^there were tarifirs. 

The immediate thing to be decided -was whether the 
Government should go to the country. Some, notably Sir 
Herbert Samuel, the Home Secretary, and many of the 
Liberals, were for the existing Government continuing its 
task. The bulk of the Government’s supporters, however, 
including the whole Conservative party, were for an 
inunediate election. Foreign confidence, it was contended, 
could only be restored by a strong government with a 
fresh mandate, and such a mandate was in any case neces- 
sary, for the existing Government had only had an uncertain 
majority of 65, which would preclude it from taking highly 
contentious steps, even if it felt them to be essential to 
meet the needs of the situation. Besides, if the Govern- 
ment waited, their chances of winning an election later 
on might, as one of their opponents, Mr. Graham, had 
pointed out, be less rosy. They would certainly hav6 to 
do a number of unpopular things, and a full five years 
term would not be too long for their purpose. Those 
opposed to an election considered it both unnecessary and 
risky ; unnecessary because the Government had still two 
years to run, and the national emergency, their official 
raison d'etre, still persisted. The people's support could, 
they claimed, be assumed. The Government, moreover, 
had not as yet an agreed policy, and an election would, 
it was contended, only confuse people. As regards risk, 
it was felt — an anxiety that was largely shared by the City 
— ^that the uncertainty, which must prevail during an 
election campaign, would probably still further depress 
trade, and with it the pound. It would, at all events, 
distract Ministers whose entire energies were required for 
their tasL After all, too, the result of the election might 
not be sa satisfactory as was hoped. It was also felt that 
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Laboar, noaplossed hj the sittution, might, if only to save 
its face, commit itself to an extreme programme, and in 
any case bitterness would result from the election, and 
the chances of bringing every party into the National fold 
be lessened. In some quarters the Conservatives were 
accused of forcing an election for party purposes. But 
it is unnecessary to pursue this matter further. In the 
end, an immediate general election was decided upon, the 
Liberal supporters of the Government acquiescing, in spite 
of Mr. Lloyd George’s disapproval. 

The question of the form of the appeal also gave rise to 
disagreement, but after a fortnight spent in search of a 
formula which would reconcile all differences, the Prime 
Minister again cut the knot. He decided to go to the 
country on a simple national appeal — a doctor’s mandate, 
as he called it. He would ask to be granted a free hand 
to use any and every method, including tariffs, expansion 
of exports and contraction of imports, commercial treaties, 
mutual economic arrangements with the Dominions or 
any other expedient which might be found useful to save 
the nation from a currency collapse, and he issued a 
manifesto in this sense, upon which the political parties 
ranged themselves in a new order. 

The dividing line at the election lay between those who 
believed that the danger to the currency was the vital 
consideration of the hour, and those who, either denied the 
existence of such a danger, or thought it less formidable 
than some other danger. To this second category belonged 
the official Labour party, who fought the election on the 
contention that the whole national emergency was a 
capitalist manoeuvre — the so-called “ bankers’ ramp ” — 
and on a programme the main planks in which were the 
reversal of the cuts in the services and unemployment 
pay, the conversion of privately owned industries into 
public utility corporations, the control by public boards 
of imports, exports and investments, the removal of the 
control of the banks from private hands, the nationalisation 
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of the land, and free trade. Mr. Uoyd Geoi^ had sap- 
ported the formation of the first National Government but 
was throughout strongly against an election. He now 
declared that it was a Tory ramp — a plot by the Conser- 
vative party to obtain power to impose a general system of 
protective tariffs under cover of a national appeal, and he 
advised Liberals to vote for Labour rather than for the 
Government. The Liberal party, however, ranged itself 
behind the Prime Minister, though it was divided into two 
sections — one led by Sir John Simon, the nucleus of which 
was formed by those who had disapproved of the former 
policy of supporting the Labour Government, and the 
other by Sir Herbert Samuel, which shared Mr. Lloyd 
George’s fear of tariffs, but not to the extent of refusing to 
participate in the Prime Minister’s appeal. The Prime 
Minister himself led a small band of candidates described 
as “ National Labour,” whose success was an astonishing 
feature even in so astonishing an election, Mr. Baldwin 
brought to the National cause the whole of the Conserva- 
tive party. He himself showed moderation and loyalty to 
the Prime Minister during the contest, defining the issue 
as the defence of the pound — tariffs, in his view, were 
useful, but subordinate to that end. The bulk of the 
party followed this line, but certain members, of whom the 
most prominent were Lord Beaverbrook and Mr. Amery, 
did their best to make the election a fiscal dog-fight. How 
mistaken they were appears from the fact that the candidates 
whom they supported were relatively the least successful 
of those c^mpioning the National cause. Had the advice 
of the extreme protectionists been taken, there would have 
been many three-cornered fights, but this danger was in 
fact generally avoided. The result was an unprecedented 
triumph for the National Government. Every one of the 
Ministers in the late Labour Cabinet who had resigned, 
except Mr. Lansbury, was defeated, and of the junior 
Ministers only Sir Stafford Cripps, Major Attlee and 
seven otfiers were returned. The greatest personal 
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triumph was the victory of the Prime Minister in his <dd 
constituency, but the reasons for his victory prevailed 
generally all over the country. It is widely believed that 
the bulk of the women’s vote was cast for National candi- 
dates. The most telling arguments for the National cause 
— advanced by Mr, Snowden in a series of devastating 
addresses — were that the Labour leaders had run away 
from their duty ; that their victory would mean irretriev- 
able ruin, endangering all savings (Post Office savings among 
the rest) ; that the one issue was whether these men should 
be returned or a strong National Government determined, 
as it had already shown, to restore confidence at home 
and abroad. The municipal elections which followed a 
few days later went much the same way. No doubt the 
National candidates benefited as much from the mistakes 
of their opponents as from their own merits. Mr. Hen- 
derson and his colleagues protested too much, always a 
dangerous line. Moreover they took up an almost im- 
possible position in fighting economies of which they had 
recently so largely approved, and it was difficult to unfurl 
the banner of free trade after their recent flirtation with a 
tariff. Above all they had, it was generally felt, resigned 
in consequence of the attitude of an outside body, the 
Trades Union Council, towards their proposed economies, 
and, on top of everything, it was a mistake to offer people 
shouting for help in a bog a programme better suited _for 
the millenium. 

During the campaign the forebodings about the effect 
on the currency were not borne out. It remained re- 
markably steady right up to the declaration of the result. 
This was, no doubt, partly due to the growth of 
confidence in the victory of the National Government, but 
it was also largely a consequence of the troubles of other 
countries, especially the American banking crisis, which 
discouraged people from selling sterling to buy dollars. 

What is to happen next ? Labour has received a stunning 
blow. With a representation of only 52 members it is 
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reduced to comparative impotence in the Hous^ of Com^ 
moms — some indeed think that it will never completely 
recover, and as it is there are divisions in itd ranks. The 
party whip has been refused to Mr. Maxton and the four of 
his friends who were returned at the election, and the chair- 
man of the Independent Labour party has suggested that a 
breach with his group may not be far oflf. There is talk too of 
a feeling that the unions might be better off if they looked 
after their own affairs. It must be borne in mind, however, 
that the very fact that the doors of Parliament are shut upon 
the Labour leaders is likely to lead to greater activity in the 
industrial sphere, and even in the political one, their party 
polled nearly 7 million votes out of close upon 2li million. 
History shows, too, that big battalions have a way of melting. 
The National ma jority is the largest on record, but it is by no 
means the most homogeneous, and strength has dangers of 
its own. One result of the election has been to force Labour 
to reconsider its whole policy. A resolution was recently 
passed at a joint meeting of the Labour party and the Trades 
Union Council in favour of closer collaboration between the 
political and industrial wings in framing political policy,' a 
course which, asTheT itnes has pointed out, is easier to follow 
in opposition than in office. But the resolution evades the 
basic question ; is the Labour party to remain primarily a 
trade union party or to become a national party f That this 
is a live question is clear from an article by Mr. Lees-Smith, 
Minister of Education in the late Labour Government.* In 
his view, the Labour party “ must descend from poetry to 
prose.” 

Its policy must appeal to disinterested men of good will in all 
classes, for it if, now clear that a Government with a majority will 
not be returned in this country on a pure working-class vote. It has 
hitherto confined itself to the direct redistribution of income by 
spending money on pensions, education, housing and social services 
at one end and increasing the taxation of wealth at the other end. 
This is the line of least resistance, but it is the acceptance of capital- 
ism rather than socialism and the limits to which it can be followed 
• See TA# Spectator, November 7, 1931. 
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wkbta a capitalitt society are already in sight. Laboor wiB 
tnm its w»i?d to those jn'oblems of fundamental reccmstructitm wUch 
have always been its main objective, but still have to be worked out 
in practical detail 

Mr. Morrison, too, said much the same thing at South 
Hackney, and the Daily Herald (the Labour daily) noticed 
his remarks with approval. 

The Labour party (he said) must review its policy, which re- 
mained fundamentally sound, in the light of modern economic 
and financial problems. . . . There must be more emphasis upon 
constructive socialism, which would win to their support the intelli- 
gent middle class no leas than the intelligent working class. There 
must be less emphasis upon the cash benefits of Labour politics.* 

But there are differences, too, among the reformists. Mr. 
J. D. H. Cole also considers the old idea of milking the 
capitalist cow not socialism at all, and, anyhow, played out. 
He recognises the need for fundamental reconstruction, but 
he does not wish to see Labour “ a national, classless party.” 
Its defeat, indeed, he puts down largely to the fact that 
it was going in that direction, and he believes that the 
coming Labour party will be far more extreme than the old 
one, though “ its extremism will be essentially constructive 
and reali8tic.”t To turn to the victors, however, the Conser- 
vative party is overwhelmingly preponderant in the House of 
Commons, but the bulk of its members must realise that 
they owe their presence there to their advocacy of a national 
and not of a party policy. The Prime Minister is the man 
on whom all eyes are fixed. His personal followers are a 
mere handful, but for all that he enjoys an exceptionally 
powerful position, for he is the linchpin of the National 
Government. His leadership is indispensable if it is to hold 
together. And there is a formidable rock ahead, on which its 
unity might split, the question of tariffs and the use to 
which they should be put, if it is decided that they are 
necessary to prevent a currency collapse. His will be 

• The Times, November a, 1931. 

t See The Nete Statesmen end Native, November 14, p. 602. 
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tbe decisive voice. But the Conservative part^ know that . 
the7 would be storing up a defeat as great as their recent 
victory if it could ever be said that they had used the Prime 
. Minister as a stalking horse, while the Liberals would find 
it difficult on their side to challenge successfully the 
impartiality of the man who has so recently had the courage 
to cut himself free from his old party in order to do what he 
thinks right for the nation as a whole. 

In forming his new Cabinet the Prime Minister has given 
up the idea of having only ten members. There are now 
twenty — eleven Conservatives, three Liberals, two National 
Liberals and four National Labour, The principle of 
numerical strength has played no part in the selection, and 
the willingness shown by the Conservatives to content 
themselves with less than their relative strength might 
have led them to expect has made a good impression. 
For the immediate purpose in view the most important 
departmental posts are naturally those of the Chancellor 
of the Exchequer and the President of the Board of Trade. 
They are filled respectively by Mr. Neville Chamberlain 
and Mr. Runciman. 

The victory of the National Government has gone far 
towards re-establishing foreign confidence, but the nation 
is by no means out of the wood — the dangers indeed which 
have to be met are, as is made clear elsewhere in this issue,* 
as great as ever, and they depend upon world factors, 
many of which are beyond the control of any single 
nation. The election has brought a breathing space. It 
will enable our problems to be considered without haste, 
but it must also be without rest. The National Govern- 
ment, like its predecessors, will stand or fall by the event. 

* See the articles entitled Great Britain and the Financial Earthquake 
•nd 7he World and the Crisis. 
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II. The Poukd and Industry 

O NCE the shock of the historic decision of September zi 
had worn off, British industry, or at least British 
exporting industry, breathed more freely than it had done 
for six years. It was as if a load had been lifted from the 
back of every manufacturer north of the Trent. First 
anxieties naturally concerned the sharp rise in the sterling 
prices of imported raw materials and the difficulties over 
the adjustment of contracts in sterling. But these were 
soon realised to be more than offset by the competitive 
advantage of the exchange bounty upon British exports 
which follows the reduction in their gold price. We are 
still too close to the event to measure the full effects, but 
writing now, nearly seven weeks after we cut adrift from 
our gold anchorage, there are many grounds for hope that 
the expectation of industrial revival will not be disap- 
pointed. There are almost as many grounds for uncer- 
tainty ; a few days or a few weeks may falsify the most 
cautiously drawn conclusion. The one thing that may 
count for most is the psychological reaction ; the mood of 
depression and despair has been broken at last. 

At the moment, the unemployment figures offer the most 
striking index of change. Improvement began to be 
reflected in the returns in the first days of October. Be- 
tween September 28 (when the total for Great Britain 
reached the highest figure recorded, 2,824,772) and October 
26, there was a fall of nearly ioo,ocx). The decrease was 
unevenly spread. In the southern divisions — south of a 
line drawn from the Bristol Channel to the Wash — there 
was an increase in unemployment, mainly seasonal, of 
over 40,000. North of that line — in the midland and 
northern counties, in Wales and Scotland — there was a 
decrease of about 140,000. The largest fall was in the 
Midlands, where the number of registered unemployed 
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dmpped bf 12 per cent.) and in the north'weatern and 
north-eastern counties, where the drop was over 6 per c*nt. 
The improvement in employment was seen first in the textile 
trades — cotton, wool, lace, hosiery, linen, jute and silk ; 
the boot and shoe trade ; the pottery trades ; motor 
manufacture ; and in coal mining. Metals and the heavy 
industries have responded more slowly. The lighter 
metal trades moved first ; pig iron production increased ; 
but a revival in steel, heavy engineering and shipbuilding 
is much less in evidence. 

By the side of the rosy pictures of industrial revival given 
in the newspapers, the unemployment returns might not 
seem too favourable. The lag between the first spurt in 
confidence and its translation into workshop and factory 
activity differs much from industry to industry. The 
increase in employment has affected first the “ temporarily 
stopped ” — those on short time or “ stood off ” for short 
periods. But as factories and mines that have been closed 
are slowly brought into production again, the numbers of 
the “ wholly unemployed ” are being touched, although not 
sufficiently as yet to offset entirely the seasonal increases 
(especially in building trade unemployment, which is 
above the normal), and whatever effects the economies in 
expenditure on public works may have. After the middle 
of November the unemployment figures may be affected 
by the administrative changes which are reducing the 
numbers drawing benefit. 

The depreciation of sterling gives, of course, a two-fold 
stimulus to industry, through its operation as a bounty on 
exports and a check on imports. So far the exporting 
stimulus appears to have been the more immediate and 
important, and the advantage will remain so long as the 
gap between sterling and gold prices continues. Our main 
competitors in the export of manufactured goods remain 
on the gold standard, and as a considerable part of our raw 
materials is drawn from countries which have left gold, 
there is a strong balance on our side. The tendency to 
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replace foreign imported manufactures by British in the 
home market may be slower to operate, as there are stocks 
to be absorbed, and these may have been increased during 
the last two months in anticipation of the introduction of a 
customs tariff. Moreover, it appears that foreign sellers, 
in a number of cases and for a time, are under such pressure 
to export that they are prepared to make concessions in 
price which will cut away some part of the “ exchange 
tariff” advantage to the home manufacturer. As, how- 
ever, 8o per cent, of our 1929 imports of manufactured 
goods came from countries still on the gold standard, and 
as only 50 per cent, of our raw materials proper came from 
countries now on gold, the ultimate advantage should be 
on our side, as the value of the finished goods is a good deal 
more than that of the raw materials used. The obsession of 
many manufacturers with a tariff for its own sake, and the 
rather hysterical outcry against all imports as “ dumped ” 
have tended to obscure the very real change that has taken 
place in the position of the home market. 

The case of the cotton trade may be taken to illustrate 
the new situation of the exporting trades. In August it 
could be said that no more than 50 per cent, of Lancashire’s 
active spindles and 60 per cent, of the active looms were at 
work ; this is to leave out of account entirely the fifth of 
the machinery of the industry which was entirely shut 
down. The reaction to the departure from the gold 
standard was immediate. For the first ten days or so, 
the increased business was mainly initiated in this country 
by producers who, having long relied on the weakness of 
the yarn market, now hastened to cover themselves for 
the moderate orders that had already been booked forward, 
and by the home market which feared an early rise in 
prices. Foreign orders came in briskly in the early days of 
October. Between September 21 and November 2 there 
was a drop of 62,000 in cotton trade unemployment in 
Lancashire, of which 12,000 was among the “ wholly 
unemployed.” This represented a decrease in the per- 
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encage of insured workers unemployed from 41 '5 to 
29*1. The increase in production was probably less than 
these figures may suggest, but it received 'a good deal of 
public notice because whole districts in Lancashire were 
suddenly raised from the depths of depression to an 
activity which they had not known for two years. Other 
districts, whose types of goods had not yet been called 
into demand, were for the time little influenced. 

As the revival will not be reflected in the Board of Trade 
returns until November, quantitative estimates are hazard- 
ous. The most important demand came from China, 
where since the war Lancashire’s loss of trade to Japan has 
been catastrophic. Chinese purchasing power has increased 
with the sharp rise in the price of silver, but currency 
conditions have had a powerful ally in politics. The anti- 
Japanese boycott, which followed the Manchurian trouble, 
diverted to Lancashire Chinese orddrs for yarns to supply 
the Chinese mills, and for cloth, and lines of goods have been 
asked for which Lancashire merchants had long ago given 
up for lost. Anti-Japanese feeling has also spread to the 
smaller Far Eastern markets, where Chinese merchants 
have influence. There is further a normal seasonal increase 
in business to be taken into account. It is, therefore, not 
easy to assess the weight that should be given to the mone- 
tary factor. But it is clear that in all the markets in which 
Japan has been a formidable competitor — in China, South 
Africa, Egypt, Iraq, the Near East, Australia, East Africa, 
and so on — a definite handicap has been imposed on her 
trade, a handicap that is felt' both in gold standard coun- 
tries and in those that have followed sterling. In most of 
these countries Lancashire has experienced an increase of 
demand. 

It would be a rash assumption that sterling depreciation 
of itself is enough to create an automatic transfer of trade 
from Japan to Lancashire. It was commonly said a few 
months ago that Lancashire goods were about 15 per cent, 
too dear to be competitive. If this could be taken as the 
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measure in which British costs were too high, it would 
seem to have been overcome in some branches of trade. 
It is now calculated that, allowing for the increased cost of 
cotton in sterling (the price is set by the United States, 
and cotton in India and Egypt moves in sympathetic 
relation, although these two countries have followed 
sterling), Lancashire can sell plain grey cloth of the type 
Japan has almost monopolised in the East at a reduction of 
IS per cent., and the more finished types of goods at even 
greater reductions. Japan, however, has revealed consider- 
able elasticity in competition, and has cut the prices of 
her standard goods since September 21. In Australia, 
even after sterling left gold, and in spite of tariff discrimina- 
tion, Japan could sell at yf per cent, below Lancashire in 
some lines. Japanese competition has by no means been 
disposed of ; the most that can be said is that the fight 
has become more equal. The morals which trade missions 
and trade advisers have drawn from the decay of Lanca- 
shire’s Eastern connections still need to be pressed home. 
Moreover, if Japan should be forced off gold, as it is 
possible she may be, Lancashire’s position would be, in 
relation to her most dangerous competitor, as bad as ever. 

Awakening interest is reported from nearly all Lanca- 
shire’s markets, even in India and South America, which 
have been so much depressed through the weakness of 
commodity prices. Many orders can be traced to a transfer 
from European competitors who remain on gold — from 
Italy, Switzerland, Czechoslovakia, and Holland, and (in the 
trade with South America and Canada) to a transfer from 
the United States. In Europe itself, more orders have been 
booked, but little is hoped for until general financial con- 
ditions improve. All this would be a good deal more en- 
couraging if there were any conviction that the spurt in 
Lancashire trade is part of a world revival. Some evidence 
exists of a slight increase in the world production of cotton 
goods in recent months, but the latest movements appear 
to be no more than an increase in Lancashire’s share at the 
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ocpense of other producing countries, many of which are 
hardly less depressed. 

Many of the conditions which apply to the cotton trade 
revival hold good of the other industries in which unem- 
ployment is falling. In the coal industry, for instance, the 
improvement is not uniform, although production has gone 
up and quotas have been increased. The departure of the 
Scandinavian countries from gold has given British ex- 
porters a marked advantage over Germany and Poland, but 
one which those countries are striving hard to counter. In 
some other European markets the British exporter has to 
face bounties and licences and import regulations which 
may whittle away much of his gain. The difficulties of 
foreign exchange — through the lack of facilities for for- 
ward dealings, and the restrictions on exchange transac- 
tions which exist in most countries — ^have also hampered 
business, and have deterred manufacturers and merchants 
in many industries from putting forward the effort needed 
to take up or capture foreign orders. 

The cheerful tone of industry has its counterpart in the 
labour situation. The movements for wage reductions 
have, for the moment at least, been sidetracked. There 
has, however, been no movement in the other direction, 
and the estimates of the London and Cambridge Economic 
Service suggest that an increase in the cost of living index 
serious enough to justify higher wages is hardly to be 
expected. 

Optimism runs so strongly that the dangers, external and 
internal, receive less than their share of attention. At 
best our hold on prosperity is precarious. A further fall 
in world gf)ld prices, a nearer approach of sterling to gold 
parity, the forcing of other countries off gold, or the con- 
traction of the channels of trade by new restrictions would 
neutralise our advantage. No lasting revival can be looked 
for while the world depression remains so intense. Even 
if the credit crisis is miraculously overcome without further 
catastrophe, the problem of Great Britain’s high costs is only 
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partialljr solved. Industrial reorganisation and tlie correc- 
tion of wage disparities, have become no less vital. The 
Economy Act and the Anomalies Act will between them go 
a long way towards removing the features of the unemploy- 
ment insurance system which have hampered industrial 
flexibility, but they are not a substitute for the thorough 
reform that we may look to the Royal Commission to 
propose. The old individualist Adam, whom depression 
had bruised but not destroyed, is rising again in the cotton 
and coal industries and improved demand is being used 
as an argument for dropping all attempts at a unified policy. 
The cotton industry may shortly pluck up courage to 
apply to Parliament for the creation of a statutory body to 
raise funds and administer them in the purchase or immobil- 
isation of surplus plant. This may put a strain on the new 
Parliament hardly less severe than that which the question 
of the continuance of the coal marketing schemes may 
impose. In some other industries it is much to be feared 
that preoccupation with the prospects of tariffs may inter- 
pose a fresh obstacle to internal reorganisation. 
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IRELAND : EVENTS IN THE FREE 
STATE 


I. The Fall of the Pound and the Internal Unrest 

A lmost alone among their European confreres our 
politicians spent a quiet and well deserved summer 
holiday^. Amidst the Kerry mountains, in Breton villages, 
on the wild coast of Connemara and in similar places they 
have enjoyed such fresh air and sunshine as this terrible 
summer afforded. But in the end the rumblings of the 
economic crisis reached Dublin, and the fall of the pound 
from the gold standard brought them rushing back to 
duty. The British economy budget had aroused little 
more than a passive sympathy with our neighbour’s plight, 
and few, save close students of the situation, realised the 
instability of sterling. A few days before the crash came 
Mr. J. W. Dulanty, our Commissioner in London, had 
pointed out that it could only be regarded as unfortunate 
for British manufacturers’ and workers’ interests that trade 
with the Free State was becoming so lopsided, and that 
British purchases of Irish produce had declined so heavily. 
It was difficult, he declared, to see how the Free State 
could continue to maintain its comparatively large pur- 
chases in England if the British market became still weaker 
for . Irish commodities. As soon as the financial crisis 
burst the necessity and chance of redressing this situation 
became more apparent, and Mr. Cosgrave, in a sensible 
message to the nation, exhorted the people to buy first 
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Irish produce and manufactured goods and afterwards 
those of Great Britain in preference to those of foreign 
countries. Under the Currency Act of 1927 our pound is 
anchored to sterling, and there is therefore no exchange 
rate between the Free State and Great Britain. There is 
no country in the world better situated than we are to 
supply just what the British consumer wants in the way 
of food, and there must be something wrong somewhere 
if we are now not able to take a leading place in British 
markets. Naturally, the Fianna Fail party, apparently 
oblivious of these facts, have demanded that we should 
immediately sever our connection with sterling and protect 
our industries behind a tariff wall, or, if necessary, an 
absolute embargo. They propose that a central bank 
should be created In Dublin and that our currency should 
be made independent. At the same time they attack the 
Government for not enforcing economy, quite oblivious 
of the fact that it was largely to deflate the Fianna Fail 
promise of complete de-rating that the Government were 
foolish enough to introduce partial de-rating this year, in 
the teeth of the majority report of the special commission 
they set up to inquire into the matter. Mr. McEntee, 
one of the leading Fianna Fail deputies, in a letter to the 
press, suggests that the cause of England’s financial crisis 
was that France had decisively defeated Great Britain in 
the struggle for the political and financial control of 
Europe, and that all through this struggle Mr. Cosgrave’s 
Government, the Anglo-Irish bankers, and the Free State 
Currency Commission, had been on the side of Great 
Britain against France. Now that France had won and 
Britain had lost we must share with Britain the consequences 
of that loss. Doubtless, if England had backed France in 
her plans to smash Germany, Mr. McEntee would have 
been equally shocked and accused Mr. Cosgrave of similar 
evil designs. The Leader of the Labour party, Mr. J. T. 
O’Connell, T.D., prophesies that the Free State is facing 
up to a state of emergency almost as great, if not as imme- 
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Santtfy apparent, as that which has recentljr overtaken 
other countries, but his remedies might be best described 
as tepid and diluted socialism of a not very practical nature. 
He would provide useful and remunerative employment 
for all who are able to work, and use the credit of the 
country for this purpose. Roads, housing, harbours and 
waterworks should be constructed with money raised by 
national loans, and the millions of Irish money invested 
abroad should be induced to return to the Free State for 
these purposes. These projects, if pursued seriously, might 
well land us in a similar position to that of Great Britain, 
when we tried to balance our next budget. The new 
National Centre party, which is led by Mr. P. Belton, a 
former follower of Mr. de Valera, has adopted a policy 
which includes the establishment of a central bank in the 
Free State, with a gold reserve and control of national 
credit, currency and banking ; the financing of national 
housing by the central bank ; securing the home market 
for Irish products, both agricultural and industrial ; the 
complete de-rating of all agricultural land ; the drastic 
reduction of all legal charges, and the codification and 
simplification of the law. This new party maintains that 
the interests of the agricultural community and of the 
country as a whole would best be served by maintaining 
a party in the Dail independent of all other parties, which 
would act in all matters political and economic on the 
directions of the party executive. In short, it represents 
a purely selfish agricultural policy of the narrowest kind, 
but, as neither Mr. Belton nor his followers represent any 
considerable section of the community, it need not be 
taken too seriously. 

It would be idle to suggest that Great Britain’s failure 
to maintain the gold standard has not shaken our confi- 
dence in England’s financial position and prestige, and 
were the pound allowed to slide further towards the 
bottomless pit of inflation there can be little doubt that 
there would be an irresistible demand for the creation of 
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an iiadependent currency in the Free State. That will 
not take place as long as the reasonable subility of sterling 
is assured, and the action of Denmark in deserting the gold 
standard in order to maintain its British trade has hdped 
us to realise the fact that our trade with England, which 
is our principal market, could not be maintained if we 
deserted the pound. One strange result of the suspension 
of the gold standard in Great Britain was that, for the 
first time in recent years, the Irish bank rate did not, for 
several weeks, follow the Bank of England rate, but re- 
mained at 4i- per cent. Finally, the pressure of the 
English banks, exerted selfishly through the Belfast Bank 
(a mere satellite of the English Midland Bank), compelled 
the Irish banks to follow suit — perhaps not altogether 
unwillingly. For the first time some strong comments 
have been heard in Belfast business quarters on the 
methods of English finance. 

But the question of our external financial policy is 
entirely overshadowed for the moment by a domestic issue 
of even more vital importance.* For the last few months 
there has been an alarming increase of political crime, 
obviously directed and inspired by the extreme wing of 
the republican movement. On July 19 a young farm 
labourer named John Ryan, who had given evidence in a 
recent prosecution for illegal drilling, was taken from his 
home at Cappawhite, County Tipperary, at midnight by 
armed men and was found shot dead next morning on 
the roadside with a label bearing the inscription : “ Spies 
and informers beware. I.R.A.” On August iz the town 
of Cootehill, County Cavan, on the border of Northern 
Ireland, where an Orange meeting was to be held, was 
invaded by large bodies of men armed with sticks, a 
railway bridge leading to the town was blown up, trees 
were thrown across the roads and trenches dug, so that 
it was impossible to enter the town, and the platform at 

• See The Round Table, No. 84, September, 1931, p. 85* et seq., and 
No. 83, June, 1931, pp. 626 and 627. 
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tike ^ae» fixed for the Orange meeting was destrojned. 
Strong forces of military and Civic Gkiards were drafted 
into ^e town immediatdy to preserve order, 'and a number 
of young men were arrested for having issued military 
orders in the public streets. The Orange meeting was 
not }»ld, and a serious disturbance of the public peace 
was only narrowly averted. This occurrence had, of 
course, the natural repercussion of anti-Catholic riots in 
Northern Ireland. Tlut the so-called Irish Republican 
Army was responsible for this demonstration is proved by 
a document issued to the press by its Army Council, dated 
August 22, in which it was definitely stated that “ an 
imperialist meeting at Cootehill on August 12 was sup- 
pressed by order of the Cavan Brigade I.R.A.” This 
communique further asserted that the enemies of Irish 
freedom are to be found equally within the Catholic and 
Protestant communities, and their r 61 e is to keep the 
masses of the Irish people divided by sharpening religious 
antagonisms. It was vital, therefore, that any attempt to 
raise sectarian strife should be vigorously suppressed. 
How any one, outside a lunatic asylum, could hope ' to 
avoid raising sectarian strife by suppressing an Orange 
meeting in the North of Ireland it is difficult to imagine ; 
but such is the mentality responsible for the direction of 
the extremist movement in Ireland. The net result was 
that between sixty and seventy persons were injured in 
Armagh, Portadown, Lisburn and Belfast, ^whilst damage 
to Catholic property amounted to about ^^4,000. Other 
incidents wffich have lately taken place include the de- 
struction by armed men of a hut erected by some boy 
scouts in the County Louth, the wounding of two men 
by nocturnal assailants in the County Clare, and a deter- 
mined attempt to shoot the State Solicitor in the same 
COTinty. How far these occurrences are the work of one 
organisation it is difficult to say, but it is abundantly 
clear that a determined attempt is being made by armed 
terrorism to overthrow established authority. 
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No ejeecutiTo in a civilised countiy could tolerato andi 
a monace and continue to exist, and immediately the Dml 
reassembled, on October 14, the Government introdneed 
a Bill to deal drastically with the organisers of these dis~ 
turbances. Prior to its introduction the Government 
members of the Dail and Senate were visited in their houses 
by members of the extremist organisation, who sought 
from them an expression of their attitude towards the 
Government’s proposals — ^although these had not then been 
made public. These members have since been under police 
protection. The usual agitation amongst local bodies was 
also carried on, and an attempt made to secure their con- 
demnation of the proposed legislation in advance. This 
was only partially successful. The Act, which is entitled the 
Constitution (Amendment) Act, was passed through both 
houses of the Oireachtas under a stringent closure motion 
in four days, and, as its title implies, encroaches upon the 
provisions of the Free State Constitution, in which careful 
provision was made for the liberty of the person, free expres- 
sion of opinion, and trial by strict processes of law. It 
creates a new article of the Constitution, to be known as 
Article z (a). This article establishes a tribunal composed of 
five military members for dealing with political crime. 
This tribunal wields powers such as no judicial authority 
has ever exercised before in Ireland. It will control all the 
functions of justice within its sphere, including the death 
penalty, and there will be no appeal from its decisions, 
although the Executive Council may pardon convicted 
persons and remit the punishment imposed. Offences 
may be brought before the tribunal on the certificate of an 
executive minister, and its jurisdiction includes political 
cases now awaiting trial before the civil courts. Further- 
more, the police are armed with new and exceedingly 
drastic powers for the suppression of unlawful associations 
and newspapers, and for the arrest of suspects. An order 
of the Executive Council declaring that, in its opinion, 
any association is unlawful is decreed to be conclusive 
142 



Fall oi' libe .^ouiKi and ^the Internal IjJnrest 

«pi 4 eiioe thM such «uociatiQn is an nnlawfol assodatkiii, 
imA ^ special tribunal is given power tp close buildings 
wiikk are being used for certain unlawful purposes. A 
resnarkable section of the Act has been drawn up to meet 
the case of the possible kidnapping, wounding, or death 
cA a deputy or senator through the unlawful act of any other 
person. In the event of such act preventing any member 
of either house of the Oireachtas from taking part in its 
proceedings, the Governor-General may, on the advice 
of the Executive Council, appoint a substitute and (or) 
adjourn either or both houses of the Oireachtas. There can 
only be one justification for such a measure, and it was made 
clear by Mr. Cosgrave in proposing the closure motion, 
namely, that if the State does not kill the existing lawlessness 
it will kill the State. In support of this contention he was 
able to point to the long list of recent crimes and incidents 
already referred to, and to the public statements of their 
organisers, the cumulative effect of which conclusively 
proves that there is a far-flung armed conspiracy to upset 
the Free State. This conspiracy has, as he pointed out, 
successfully paralysed the whole machinery of trial by 
jury and the work of the police in dealing with political 
crime. It is notorious — ^and indeed Mr. Cosgrave admitted 
it — that the ordinary civil judges have refused to deal with 
political crime, and therefore a military tribunal is necessary. 

It is unfortunately only too true that the present practice 
of political murder and terrorism in the Free State is an 
evil inheritance from the methods employed by the Sinn 
Fein leaders during their struggle with England, and in this 
respect our present Government is only reaping what it has 
sown, nor arc Mr. de Valera and his friends in any better 
plight. Every argument that was used to justify the attack 
on established authority by the gun under British rule 
is being used now, with just as little moral right, to justify 
the overthrow of the present Government. Those who 
preached, before 1921, the doctrine of “killing no murder” 
where the ends were political — ^and they were, unfortunately, 
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tivose responsible for the moral leadtir^p of the 
pedpte— are directly responsible for the present ccHiditi<m 
df the Free State, and the end of the bloodshed is not yet. 
One doubts if it can ever end until, as a nation, we definitely 
admit that such a doctrine never was and never can be 
fight. Such an act of national psycho-analysis might rid us 
for ever of the assassin. The vital question of the hour is, 
however, whether the people of the Free State will now, once 
and for all, decisively repudiate such methods, which can 
never lead to anything but anarchy and ruin. As Mr. 
Cosgrave pointed out, the test of the capacity of a people 
to maintain a stable State in existence lies in its deter- 
mination to defeat these evils. We are now, as he said, 
being put to that test, and on the firmness of our action 
here and now depends the whole life of our State, as well 
as our good name before the other civilised peoples of the 
world. There is every reason to believe that our people, 
who are fundamentally moral and conservative, will rise to 
the occasion. It is remarkable that, in spite of intimidation, 
the Government and Independent members voted solidly 
for the Bill, and that two prominent members of the Labour 
party, Mr. D. Morrissy, T.D., Deputy Speaker of the Dail, 
and Mr. R, S. Anthony, T.D., one of the members for Cork, 
joined them in spite of the decision of their own party 
to vote against it. Fianna Fail has made no real attempt to 
controvert the catalogue of crime and intimidation- pre- 
sented by Mr, Cosgrave. It has justified itself by asking the 
Government to resign, and by insinuating that if the oath 
of allegiance were eliminated from the Constitution, all 
would be for the best in the best of all possible worlds. 
During the debate in the Dail Mr. de Valera, it is true, 
made for the first time the, for him, remarkable declaration 
that there is no authority outside the Dail to take human 
life, and that “ if there is no authority in this House there is 
no authority anywhere in the country to rule,” but he was 
careful almost to destroy this statement by suggesting 
that the present Government were only the successors 
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tlie &itie& GoTcmmeat, apd. tbat t]||e ordiaaij Uw 
was sofficieat to, deal with, the ciitaes mentioned Mr. 
Co(^save» although it has not been found possible under 
e yja tm g conditions to bring anybody to justice in respect of 
them. The debate, with the exception of Mr. Gisgrave’s 
(^pening speech, did not reach a high level, and was chiefly 
remarkable for the repetition of the usual stale taunts as to 
what various celebrities did or did not do during the Anglo- 
Irish struggle. It is obvious that the Catholic Church 
is at last thoroughly alarmed as to the situation, and the 
Most Reverend Dr. Fogarty, Bishop of Killaloe, has not 
hesitated to declare that there was a group in this country 
which had adopted the methods and principles of Soviet 
Russia and was preparing the ground by murder, intimida- 
tion and propaganda. This, he declared, was the peril 
Ireland was now faced with, and a bigger peril, in his 
opinion, she never before had to deal with. The Catholic 
hierarchy, in a pastoral letter, read in all the churches on 
Sunday, October l8, have definitely declared the extremist 
military organisation to be immoral and one to which no 
Catholic can belong. They point out that the Free State 
has a democratic government and that no one has a right 
to seek to overthrow that government by force of arms, 
and that this holds good, not only of the present govern- 
ment, but of any government which may follow, as long 
as it secures the support of a majority of the people by 
constitutional means. The only criticism which can be 
passed upon this clear and accurate statement of Catholic 
doctrine is that it might have been written and promul- 
gated with equal truth fifteen years ago, and that, if it had 
been, there would have been no necessity to do it now. 
Let us hope that it is not too late. 

The pastoral also condemns the new political organisa- 
tion called Saor Eire (Free Ireland) on the grounds that 
it is communistic in origin and principle. This organisa- 
tion, which has been started by the ultra-extremists in 
order to counteract the Government’s new move and also 
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W j^eveiit Mr. de Valera’s party from steafing theit clocb(»» 
lie^ its first congress in Dublin on September 26 and 27. 
Its objects, as stated in its constitution, are to organise 
and consolidate the Republic of Ireland on the basis 
of the possession and administration by the workers and 
working farmers of the land, instruments of production, 
distribution and exchange, and to restore and foster the 
Irish language and culture. The means by which these 
objects could be achieved were by organising committees 
of action amongst the industrial and agricultural workers 
to lead the working class and working farmers in their 
day-to-day struggle, and to mobilise the mass of the Irish 
people behind a revolutionary government for the over- 
throw of British imperialism in Ireland, and the organisa- 
tion of a workers’ and working farmers’ republic. It will 
be observed that this programme has a distinctly Russian 
flavour, and this has been resented by Miss Mary 
MaeSwiney, who, although the most orthodox of extreme 
republicans, has, to her credit, refused to embark on a class 
war to attain her objective. In a recent communication 
to jin Poblacht, the extremist weekly, she asks that some 
more exact definition of the term ‘‘workers ” shall be given, 
and one that does not exclude any portion of the Irish 
people. It may be expected that the young gentlemen 
responsible for this bombastic document will not comply 
with her wishes, and that Miss MaeSv^riney, who is essen- 
tially religious, will not give her support to any movement 
officially condemned by the Church. The mysterious 
republican Dail, which is in effect Miss MaeSwiney’s 
private parliament, has issued a pronouncement in which 
it states that it deprecates any attempt to create class dis- 
tinctions, or promote class warfare, and warns loyal 
republicans to be on their guard against any attempt 
to entice them away, or force them to surrender their 
allegiance. It is only too obvious that this body, which is 
composed in part of amiable and ancient doctrinaire 
revolutionaries like Professor Stockley, has ceased to have 
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my e£fectiv« control over the younger and more advanced 
extremists, and that it wiH soon be comfdetely eliminated. 

In a lively analysis of existing parties, tite mrgan of Saor 
Eire describes the Cumaim na nGaedheal as the mouth- 
pwce of the Bank of Ireland groupings. It set out to use 
the Treaty as a “stepping stone,” but the opposition 
developing into civil war pushed the party inevitably 
to the right until it has become exclusively the party of the 
big landowners, commercial, industrial and financial 
interests. Nor is it kinder to Mr. de Valera, whose party, 
Fianna Fail, it depicts as that of the Irish middle class who 
feel that the imperialists have hogged the good things the 
Treaty should have yielded them. The Labour party 
is contemptuously dismissed as a mere group of adven- 
turers living under the shadow of the Government party, 
who have failed both the unemployed and the workers. 

Acting promptly under the powers conferred by the new 
Act, the Government has constituted the military tribunal 
it provides for and has declared twelve associations, half 
of which are described as communistic, to be illegal. The 
proclaimed associations include, of course, the Irish Republi- 
can Army and Saor Eire, The others are mainly satellites 
of these two bodies. Sad to relate, they do not include 
Miss MacSwiney’s organisation, Sinn Fein, or her personal 
Dail. This is the unkindest act of all. The prisoners 
awaiting trial will now be tried by the military tribunal, 
and until the results of these trials are made public no 
substantial developments arc probable. It is unlikely that 
the Government will take any drastic action unless further 
crimes occur. The ringleaders of the Republican Army 
have fled the country. 

Another problem, of a legal nature, which has necessi- 
tated immediate legislation, has arisen concerning the 
jurisdiction of the Circuit Court. This court was set up 
by the Courts of Justice Act, 1924, with a jurisdiction of 
£300, as compared with a jurisdiction of £50 enjoyed 
by the County Court which it replaced. The Bar of Ireland 
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8tr4mgfy. obji^ts to this increased jurisdiction, because Jif 
has r^uced expensive litigation in Dublin to a minimum and 
decentraUsed the administration of justice — a step winch 
was absolutely necessary in a relatively poor agricultural 
country like the Free State — ^and certain members of the 
Oireachtas have succeeded in preventing the enactment of 
rules for this new court, although these rules have been 
prepared, revised and presented to the Oireachtas on four 
occasions during the last seven years. Through this 
deliberate obstruction the Government was forced last year 
to set up a parliamentary committee to inquire into the 
whole working of the Courts of Justice Act, and this com- 
mittee, although composed of carefully selected members 
friendly to the views of the Bar, was forced by public 
opinion and results to report that the Circuit Court 
jurisdiction should not be altered. Matters have now been 
brought to a head by a decision of the Supreme Court* 
that, owing to the absence of legal rules, the Circuit Court 
costs cannot exceed the very low scale fixed in the former 
County Court. This decision, by reducing barristers’ fees 
to a minimum, has naturally brought the Bar to its senses, 
and the Bill which the Minister for Justice has introduced, 
and which will regularise the present situation, is not likely 
to encounter serious opposition. Seldom has there been 
a better example of how a powerful profession dealing 
with a technical matter can nullify legislation, and seldom 
has such a body been more completely and properly hoist 
with its own petard. 

Amidst all these “ excursions and alarums ” Mr. de 
Valera’s new daily paper, ‘The Irish Press, made its appear- 
ance on September 5. It takes as its mottoes the Irish 
text of the Four Masters : “ For the Glory of God and 
the Honour of Ireland,” and the English slogan : “ The 
Truth in the News.” In make up it is a cross between 
the Daily Express and a parish magazine. Its sporting 
news is given the usual abnormal space common to most 

• Quinn and another v. Stokes and another, July, igji. 

148 



The Tmde Baknce and Othet 

ntodem papers. Its leading articles are moderate in tone 
and 'reasonable in argument. So far it bas tfot descended 
to the baser personalities of Irish low-class journalism^ and 
it dainos that it will not mislead its friends nor misrepresent 
its opponents. Its advertisements indicate that its present 
revenue must be about one-tenth of that necessary to make 
it a commercial success, but this of course may rectify 
itself in time if its circulation increases. In any event, it 
may be predicted that it will at least last till after the 
general election, which is probably imminent. 

Irish journalism, in its widest sense, has suffered a 
grievous loss through the death of Senator P. J. Hooper, 
Vice-Chairman of the Senate. He was for many years 
assofiated with the leading Irish Nationalist paper. The 
Freeman's Journal, which has now ceased to exist, of which 
he was successively London correspondent and afterwards 
editor during a very difficult period. In recent years he 
has acted as Irish correspondent for foreign newspapers, 
and was also engaged in writing a life of the late Nationalist 
leader, John Dillon. He was a brother of the late Mr, John 
Hooper, our brilliant Director of Statistics, who died last 
winter.* Gifted with a wide knowledge of affairs, a gener- 
ous mind, and a well-balanced judgment. Senator Hooper’s 
death leaves a serious gap in our national and political life, 
and he is mourned by a host of friends. 


II. The Trade Balance and Other Matters 

T he Free State trade returns for the year ended 
June 30, 1931, show that the volume of trade during 
that period was the lowest since 1924. The total trade 
was £93,285,096 compared with £109,669,697 for the year 
ended June 193a— a decrease of £16,384,601, and the 
adverse trade bdance, as compared with the same year, has 
increased by £689,921. The detailed figures show that the 
• Se6 The Rovnd Table, No. 82, March, 1931, p. 414. 
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ex port tol batter has fallen, and that there is a reductiem of 
45,230 in the number of cattle exported, representiii^ a 
^op of ,£900,000 in value. More pigs and horSes have 
been exported, but fewer sheep. Strange to say, the 
quantity of potatoes exported was five and a half times 
that of last year, and the gross value of this trade increased 
nearly fifteen times. The practically complete cessation 
of work in the Ford factory at Cork is accountable for 
,£1,700,000 of the decline in exports during the half-year 
ended June 1931, so that the decline in the prices for 
agricultural produce cannot altogether account for more 
than ,£2,800,000 out of the total decline of 44 millions in 
the same period, and, bad as the farmers’ position may be, 
the lower prices for imported foodstuffs nearly compensates 
for this. But the trade returns do not tell the whole story. 
The revenue returns for the first half of the financial year 
show that receipts amounted to ,£10,916,000, as compared 
with ,£11,188,148 for the first six months of the 1930-31 
period. This reduction of ,£272,000 for the half-year would 
be of little consequence were it not for the fact that a 
special duty on petrol and an extra duty on sugar were 
imposed in the last budget in order to meet the increased 
grant allocated for the relief of rates on agricultual land. 
The figures given show that the extra amount required has 
not been produced by the fresh taxation, and unless the 
second half of the year, which is generally better, shows 'a 
substantial improvement, there will probably be a deficit on 
the whole year, equivalent to the relief granted to the 
farmers. These facts suggest the necessity for stringent 
public economy, and probably increased taxation. 

An interesting sidelight on the social habits of our 
agricultural population is afforded by the publication of an 
analysis of the conjugal conditions of our population in 
relation to occupations, derived from the recent census. It 
discloses that between the ages of twenty-five and thirty-five 
only 5 per cent, of farmers’ sons are married, whereas 
24 per cent, of agricultural labourers and 55 per cent, of 
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tmildbn* kbonrers between the same ages itte' marrwd; 
In England the number of farmers* sons of tl^e same agea 
who are married is about double. This pernicious practice 
is indeed the Irish farmers’ method of birth ctontrol, and 
it is not uncommon to find men of from forty to fifty years 
of age still single because of the economic impossibility of 
setting up households of their own until they inherit the 
farm on their parents’ death. Occasionally the old people 
assign over the farm when the son marries, but only if the 
prospective bride can pay a sum large enough to satisfy 
the family. These conditions increase the necessity for 
developing rural industries to absorb these farmers’ sons 
and enable them to marry at an age at which they can rear 
healthy children under natural conditions. Emigration 
has in the past supplied an outlet for many of these young 
men, but this door is now practically closed. 

Two important problems, both concerning the use of 
our roads, will have to be discussed by the Oireachtas during 
its present session. The first concerns traffic regulation, 
and a Bill dealing with this aspect of the matter was intro- 
duced in the Dail last July. It follows in many respects 
the new English Act. It provides for driving tests for the 
drivers of public vehicles, and compulsory third party 
insurance for all drivers. As regards speed, the Bill pre- 
scribes certain speed limits for heavy vehicles, including 
omnibuses, but imposes no speed limit on the private car ; 
it lays down, however, that a speed of more than thirty 
miles an hour shall be pritna facie evidence in a charge of 
dangerous driving. Driving a motor car whilst drunk is 
at last made an offence punishable with severe penalties, 
including imprisonment up to six months in the case of 
a second offence. 

The next problem arising out of the situation, namely, 
the paralysis of our railways through the increasing bus 
competition, is not so easy to solve.* It is known that it 
has i^en engaging the attention of the Ministry of Industry 
• See The Round Table, No. 83, June, 1931, p. 631. 
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CoSBomecce tor a considerable time, and legislation b 
mam believed to be imminent. An official commumaition 
states that the primary object of this legislation is not 
necessarily to preserve railways or to keep branch lines open, 
but to secure for the travelling and trading public the 
cheapest and most efficient services which, between them, 
the existing systems of transport can provide and continue 
to maintain. Thus it is not proposed to require railway 
lines to be kept open if adequate facilities at a lower cost 
can be afforded otherwise, nor is it intended that excessive 
road competition should continue in such a way as to waste 
the resources available for providing transport, and so 
ultimately to raise its cost. The principle enforced will 
be that transport exists for the purposes of trade rather than 
trade for the purposes of the parties concerned in transport, 
and the goal aimed at is to bring about a more economic 
distribution of traffic over road and rail, based on the 
capacity of each system to provide the services that present 
conditions necessitate, at a cost which the traffic can bear. 
As the policy embodied in these proposals will probably 
involve the closing of a large number of the superfluous 
branch railways (which number about forty), it can be 
imagined that it will be strenuously resisted by the Labour 
representatives. The Labour party has in fact already 
presented to the Government a closely reasoned and con- 
structive memorandum, demanding the nationalisation of 
the railways. 

Another serious question which has recently been much 
discussed, and which also needs legislation on a large and 
drastic scale, is that of urban housing.* The Civics 
Institute of Ireland, in a recent important memorandum 
on this question, states that, in order to make an adequate 
attack on the slum problem, in Dublin alone provision 
should be made for the proper accommodation of about 
18,000 families in the next ten years. They agree vrith 
Burke’s dictum to the effect that human beings are not 

• See Th* Round Tabl*, No. 77, December, 1929, p. 136 et seq. 
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Iftf figvres to be arranged and rearranged at will, but at 
to be dealt with as persons of pronounced habits an 
definite tendendes, and they consider that this must I 
borne in mind in connection with the matter of housiojj 
At the same time, however, they claim that in the publi 
interest there must be a general improvement effected c 
such a kind, and to such an extent, that environment w£ 
be a help — ^instead of, as at present, a hindrance — ^to 
better standard of life. The Institute admits that th 
large amount contemplated for the provision of house* 
both in Dublin and throughout the country, is a ver 
serious matter, and suggests that the major portion of th 
cost would best be met by long-term loans, but that 
substantial sum might be obtained from the public by th 
flotation at the same time of a short-term housing loan a 
a low rate of interest if this is done whilst the necessity fo 
action is obvious. It is understood that the Dubli 
Corporation proposes to seek powers to borrow a millio, 
pounds in the near future in order to make a substantii 
attack on this social cancer. 

A strange development has taken place in connection wit, 
the Government’s policy of encouraging the use of the Iris! 
language. A number of places were deliberately reserve' 
in some of the public examinations, including the prepara 
tory training colleges for teachers, for those who got 
75 per cent, qualification in oral Irish, in order to encourag 
candidates from the Ghaedhltacht, or Irish-speakin 
districts, but it has been found difficult — even with sue! 
inducements — to get the necessary number of applicant 
from these districts. It is now proposed to take a numbe 
of pupils each year from Irish-speaking families and to sen' 
them to suitable secondary schools for the purpose c 
giving them a free education and afterwards using thet 
as teachers of technical subjects like domestic economj 
It remains to be seen whether such spoon feeding is likel 
to be successful ; it certainly cannot stay the rapid deca 
of the language, which is due to economic reasons beyon' 
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^ cimtiol, of any Government. ITie sad fact re nwims 
that the Irish language has now virtually ceased to be a 
language and has become an industry. Irish culture of a 
nmre vital kind will receive considerable advertisement from 
the tour which the Abbey Theatre Company is at the 
moment making in America. It may indeed almost claim 
to be the parent of the many small theatres which have 
done so much to promote and encourage native dramatic 
art in America, and although its actors speak English — or, 
shall we say, Anglo-Irish — ^it is one of the most distinctive 
and national of our public institutions. 

Irish art has unfortunately suffered a vital blow through 
the death of Sir William Orpen, its greatest figure. He 
has been so long associated with English artistic life that 
it may perhaps be forgotten that he was really a typical 
Dublin man, that his earliest artistic training was received 
there, and that at considerable sacrifice he returned to 
teach in Dublin during quite recent years. He was 
essentially Irish, both in his outlook on life and in the 
development of his art. It is tragic that he should have 
died in the full maturity of his genius when, perhaps, his 
greatest work was yet to come. 

The Irish FreeJState. 

November 193 1. 
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I. The Maritime Provinces 

S IX years ago the maritime provinces formed one of the 
political storm centres of Canada. Prolonged economic 
depression had given rise to a movement for maritime 
rights which, though its objects were often obscurely 
thought of and incoherently expressed, nevertheless em- 
bodied the deep discontent of the people. Some, more 
daring than the rest, said that the only maritime right 
worth talking about was the right to independence. The 
cautious majority contented itself with vociferous explana- 
tions of the ways in which the maritime provinces hid 
been injured or neglected by the rest of Canada, together 
with demands, more or less specific, for redress, the 
dreadful alternative of secession being held as a bogy in 
the background. In those days it was popular to speak 
disrespectfully of the rest of Canada, and especially of the 
central provinces of Ontario and Quebec. It would seem 
that their outstanding characteristic was avarice, but 
scarcely any adjective was then too condemnatory to 
apply. 

To-day all this has changed. The people of the maritimes, 
if not satisfied, are at least silent. The clamour that once 
threatened to produce a new and independent political 
group has died away into the murmur of party bickering. 
Observers may witness here the end of a political move- 
ment. Within the short space of a few years one can 
follow its rise, triumph and decline and see in miniature 
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tlni^ «CMiirse followed by many more important agitations. 
What » the reason for the change ? 

'Ihe maritime rights movement was the outcome of 
adversity ; it was brought to an end by prosperity. The 
swelling tide of business activity in the United States and 
Ginada in the years following 1925 gradually had its effect 
on conditions in the maritimes. Trade through maritime 
province ports, especially Halifax and St. John, grew in 
volume ; the coal and steel industry was reorganised under 
the most favourable auspices after being torn for years by 
internal dissension aggravated by political machinations ; a 
large plant for the manufacture of paper was established at 
Liverpool in Nova Scotia ; and with the return of a 
measure of confidence in the future, building construction 
— and reconstruction — was stimulated to contribute its 
quota to the general activity. 

In so far as the Improvement in maritime conditions was 
due to this cause, no individual or political party deserves 
the credit. But it was not entirely due to this. Political 
activity, usually so ineffective, played its part here. In- 
deed, the handling of the maritime problem affords, on a 
small scale, quite an instructive example of the way in which 
wise statesmanship can help to charm the serpent of 
disaffection. (Events like these help one to understand why 
. natives of these provinces have acquired a reputation for 
political astuteness.) 

The contribution of politics to the amelioration of con- 
ditions in the maritimes has come partly from provincial 
and partly from federal sources. In 1924, in Nova Scotia, 
the Conservative party was returned to power by an 
overwhelming majority and replaced a Liberal Giovernment 
which had administered the affairs of the province for some 
forty years. It is true that by no means all the abuses 
that enthusiastic Conservatives expected, and even hoped, 
to discover proved to exist. Nevertheless, the event 
shows the advantage of a fresh outlook and fresh energies. 
The administration of the finances of the province was i«- 
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oilgaAised and improTed, fcdloijnng a thorough-going audits 
A Royal Commission investigated the coal industry and 
made incisive recommendations, partly as a result of which 
comparative peace was restored between manAgement' and 
men. The distribution of governmental work among the 
various departments was altered for the better and a new 
department was created, charged explicitly with the duty 
of fostering the economic development of the province. 
The educational system, under the direction of a new 
Superintendent of Education, was much improved, thanks 
to the larger sums of money appropriated to this use. 
But, what probably seemed of most importance to the 
public, and was perhaps the outstanding achievement of 
the Government, was its success in securing assistance for 
the province from the Federal Government. 

This is where the contribution of Ottawa to the solution 
of the maritime rights problem appears. Forced by the 
exigencies of politics to take cognisance of the movement, 
the Federal Government dealt with it by the familiar 
method of a Royal Commission. The governments of the 
provinces submitted their claims to it and the Commission 
speedily reported. Considerably to the embarrassment of 
the Federal Government, but to the jubilation of the 
maritimes, the report gave wide recognition to the pro- 
vincial claims. Large increases in the Dominion subsidies 
to the provinces, and a reduction of 20 per cent, in freight 
rates within the maritimes, stood out among minor 
recommendations. Could these sweeping proposals be 
acted upon ? Strong opposition was encountered and 
their fate was for some time uncertain ; but in the end 
they were substantially carried out. 

What does the future hold ? In so far as the improve- 
ment is due to better provincial government one may dare 
to hope it will be permanent. There seems to be a little 
more independent thinking — ^and voting — than formerly. 
But this belief must be held cautiously and prayerfully, for 
the forces of degeneration in these matters are, like gravi- 
1. IS7 



Caisi<la 

tatioo, the persistent ones, and to move upward k to 

itrag^. 

permanence of the federal contribution must be 
judged still more uncertain. Here it is not a question of 
the quality of the administration but the generosity of 
the financial — ^and equivalent — ^assistance. How long will 
this last ? The thought recurs that the interests of the 
various sections of Canada collide at many points and the 
Government is therefore surrounded by a fierce struggle 
of conflicting interests in which the strongest must gener- 
ally win out. When prosperity sheds its softening in- 
fluence over public affairs the bitterness of the struggle is 
modified, and some satisfaction can be given, from an 
overflowing Treasury, to all parties. That was the happy 
situation in 1927, when the recommendations of the Duncan 
Commission came to be considered. But things are 
different now. The world depression, a feature of which 
is the desperate condition of the market for Canada’s 
principal product, has had its withering effect upon public 
as well as private finance, and rich surplus has changed to 
gaping deficit. No one knows how long the lean years will 
last, but it seems that the process of readjustment will be 
longer and harder than most people would have believed 
possible two years ago. In circumstances like these, con- 
cessions having financial effects are not so readily granted, 
and bargaining in general is closer. If this, or indeed 
anything else, robs the maritimes of their present com- 
parative prosperity the memory will not fail to be revived 
of how profitable, to its sponsors, from the standpoint 
both of economics and politics, was the maritime rights 
movement. 
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11. The Beauharnois Investication 

T he outstanding event of the last session of Parliament 
was undoubtedly the investigation by a committw of 
the House of the Beauharnois power project and, of the 
relations of the Beauharnois Power Corporation with the two 
political parties, particularly with the Liberal Administra- 
tion of Mr. Mackenzie King which was responsible for 
approving of the plans of the corporation. 

The Beauharnois (or Soulanges) section of the River St. 
Lawrence is one of the three important stretches between 
Lake Ontario and Montreal which are obstructed by rapids. 
It therefore has a vital place in the project for the building 
of a deep channel and the production of hydro-electric 
power which has now been before the people of Canada 
and the United States for over a decade.* These rapids 
lie in a stretch of the river some 14 miles in length between 
two broader portions of the stream named Lake St. Francis 
and Lake St. Louis. The section lies wholly within the 
bounds of Canada, and also within the province of Quebec. 
Between the two lakes there is a fall of 83 ft., making 
possible a total production of almost two million horse 
power of electrical energy, or about two-fifths of the total 
possible production from the river. Probably one-third of 
Canada’s entire population is concentrated within the area 
available for a market, Toronto being within easy reacj^ of 
transmission to the west, and Montreal only some 25 milfes 
to the east. With deep water navigation to the ocean and 
cheap power, the immediate vicinity may become one of 
the world’s richest industrial areas. 

As early as 1926 Mr. R. O. Sweezey, a civil engineer of 
Montreal, became actively interested in the Beauharnois 
site, and planned, as he stated in a letter, to 
enlist with our syndicate two or three individuals, who in addition 
to providing some cash as their fair share, can assist us in getting 
• See The Round Table, No. 72, September 1928, p. 832, and No. 81, 
December 1930, p. 172. 
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our i%1iu extoided or enlarged so as to develop the entire available 
flow of die St. Lawrence at this point. As the whole situation is 
entir^ within the province of Quebec, our influence has to be 
ea^erted onl^ in Canadian political circles — that is, at Ottawa and 
(^ebec. 

After purchasing certain rights to the diversion of water 
which dated back to the days of French rule, Mr. Sweezey 
and his associates pressed their case at Quebec, and in 
April, 1928, obtained from the provincial government per- 
mission to divert a maximum of 40,000 cubic feet per 
second for a period of 75 years at an annual rental of 
150,000 plus $1.00 per h.p. on the understanding that the 
company would develop a capacity of 500,000 h.p. within 
ten years and that authorisation would be obtained from 
the Federal Government “ in so far as its rights are con- 
cerned.” The right was also given to expropriate land for 
building a canal. 

The company then hastened to push the offensive on the 
Ottawa front. Application was first made for the right 
to divert ultimately the entire flow of the River St. Law- 
rence, the company proposing that it would spend up 
to $18,000,000 in completing the canal for navigation 
with locks and other necessary works. In the face of 
powerful protests, however, the company at a hearing 
arranged by Government on January 15, 1929, amended its 
application to a request for 40,000 cubic feet per second. 
The canal was to be built suitable for shipping, with a 
minimum depth of 27 feet, and was to be freely available 
for navigation at any time that the Dominion Government 
completed the locks, the land for such works being supplied 
by the company. On March 8, 1929, an order-in-council* 
gave the Dominion Government’s consent to the proposal.t 

• P.C. 422. 

t Later in the year permiigion wa» given the company to take over the 
right to divert another 13,000 c.f.a. previously granted to the Montreal 
Cotton Company. In 1931 the Quebec government gave its permission 
to divert still another 30,000 c.f.s., but this has not yet been pasted on 
at Ottawa. 
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Tyrratr-digkt a»nditk>iis were impost, amoiig them bei^ 
the following : , 

(II) The Company shall not commence the construction of the 
works until detailed plans of construction and all necessary informa- 
tion respecting the said works have been submitted to and approved 
by the Minister, provided that such plans and information shall be 
submitted within one year. 

Plans were submitted by the company on July 29, 1929. 
These were not approved then or later ; nevertheless, the 
company commenced construction on its expropriated 
property on August 7. 

On May 22, 1930, Mr. Gardiner, the Progressive leader 
in the House of Commons, delivered a powerful attack on 
the legality of the order-in-council and the financial 
manipulations of the company. Mr. Bennett, then Leader 
of the Opposition, evidently struck by the exposure, 
declared that power should be developed 

under terms and conditions that enable such power to be available 
to the Canadian people on the cheapest possible terms. These 
resources are held by us from Providence in trust, not for the few but 
for all ; they are held in trust for the Canadian people and not for 
the few , . . When I contemplate what those figures meant this 
afternoon, my feeling of resentment gets the better of me. 

Mr. Bennett, however, asked Mr. T. L. Church, a 
Conservative member from Toronto, and a staunch 
upholder of public ownership, to drop his proposal for the 
annulment of the company’s rights, and nothing came of 
Mr. Gardiner’s protest. The general election followed, 
and the new Government under Mr. Bennett, faced with 
the staggering difficulties of unemployment and business 
depression, left the Beauharnois problem alone. 

There the matter would probably have rested had not 
the Progressive and Labour groups in the House of Com- 
mons returned to the attack on May 19 last. Obtaining 
permission from the House to discuss “ a definite matter 
of urgent public importance,” they launched a sweeping 
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kutHdotljBiit oi liie whole Beauharaois development npdli 
tihe following lines : that the order-in-conncU wis 
Ulegal because the Dominion Government “ had no 
authority under the Navigable Waters Act to grant the 
right to divert and use this water for power development, 
and the whole Beauharnois development is without real 
legal foundation and contrary to the laws and treaty 
obligations of Canada ” ; that the company had prepared 
plans providing for the diversion of the whole flow of the 
river ; that it had sold bonds on the representation that 
it would eventually get the whole flow ; that its plans of 
construction had not been agreed to by Government as 
required in the ordcr-in-council, in spite of which a canal 
big enough to take the whole flow was being constructed ; 
and that “ under this development, unfortunately, a 
gigantic alienation of the natural resources of this country 
to private interests for exploitation is taking place under 
the monstrous financial scheme that was fully disclosed 
to the House last year.” Mr. Gardiner, of the Progressive 
group, declared that 

the gigantic control, on the part of small groups of financiers, of 
these immensely valuable resources upon which, as the Prime 
Minister said last year, the life, the welfare, the happiness and well- 
being of millions of people in the future depend ... is a matter of 
the gravest concern to the people of this Dominion. And any 
alienation of these resources to private interests by order-in-couiicil 
must be investigated . . . In my opinion, the time is coming when, 
if necessary, amendments to the British North America Acts must 
be secured in order to give this Government authority to preserve 
the rights of the consuming public. 

The immediate result of the debate was the appoint- 
ment of a committee of the House for a special investiga- 
tion. Premier Bennett admitted that the canal under 
construction was much larger than necessary for the 
diversion of 40,000 c.f.s., and that no plans of construction 
had been approved, but he offered no comment on the 
demand for annulment of the charter, and expressed the 
view that those who had invested in good faith must be 
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fWQitfCted. The coDasaktee sat kora Ju&e i$ to Ja^ 
aikt fc» over a month provided headlines jfor the news- 
papers froih the Atlantic to the Pacific. It examraed 
thirty-five witnesses, and its printed proceedings and 
report fill almost a thousand pages. It did not by any 
means investigate every aspect of the problem, but on 
certain points its revelations were sensational. Its finding 
may be briefly summarised. The charge was confirmed 
that the work of construction was proceeding according 
to plans which had not received approval, and that in 
fact the work was not in accordance with the plans that 
the company had submitted. It was found that the 
breaching of the Hungry Bay dyke necessary for the 
diversion had been carried through without governmental 
authority, and that the plans of remedial works for the 
protection of navigation had not been worked out. The 
opinion was expressed, however, that the general scheme 
of the work was not inimical to the interests of navigation, 
and should be carried through. The committee recom- 
mended, 

That the Parliament of Canada take such action as may be within 
its power, and without prejudicing the rights of the Province of 
Quebec, to procure the development of this project in such a manner 
as will best serve the people of Canada. 

That should the rights of the Dominion and the Province of 
Quebec come in conflict, every effort be put forth to arrive at a 
satisfactory agreement, so that the project may not be imperilled 
by delay. 

That definite action be taken to preserve the rights of navigation 
and the complete jurisdiction of Parliament in respect thereto. 

Much, but by no means the entire story, was laid bare 
with regard to the financial history of the company and the 
very great profits already realised by the promoters. The 
general result was summarised as follows : — 

As the situation now stands, the promotors of the Beauhamois 
project, involving the exploitation of a great natural resource, have 
been able to secure to themselves a return of all moneys advanced 



W th^ or 9 Bf of tbcm, a profit of 12,189,000 in cadi and i^no^ooo 
CUH A ctnunon iharet, wldch, if saleable at the market quoutioii of 
I4 w share, would be worth $4,000,000. This cash profit was 
jpaid out of mone7S borrowed bjr the Bcauhamois Power Corporatitm, 
lJtd„ bjr the sale of its bonds. 

To complete the project up to the point where 500,000 h.p. will 
be produced, they will require a further sale of bonds in a capital 
amount of $46,000,000. If this were accomplished, the power 
project would have been constructed completely on borrowed money, 
and the promotors would be in control of this vast enterprise owning 
1,^0,000 of the class A shares out of a total issue of l, 799 , 995 > 
and also the five management preferred shares, which for ten years 
give to the underwriters practical control of the company’s affairs, 
and all of this without the present investment of any money. 

On July 31 Premier Bennett made his statement of 
policy to Parliament. He strongly condemned the Beau- 
harnois corporation for its attitude of defiance to Govern- 
ment. Asked why the company was allowed to proceed 
with construction although its plans were not ratified, 
he replied that there were before his Government no plans 
submitted within one year of the passing of the order-in- 
council as the order had required, and that the company 
took the view before the committee that all it was doing 
was digging a ditch on its own land. To the layman this 
sounds like legal chop-logic, especially as the order stated 
that the approval there granted might be cancelled “ in 
.case of failure by the company to observe or perform any 
of the provisions and conditions ” which were then imposed.- 
Mr. Bennett seemed to stand more firmly on the national 
interest when he declared that further diversions than 
those granted would render the river unnavigable in its 
natural bed, and that the Navigable Waters Protection 
Act contemplated no such interference by order-in- 
council and without reference to Parliament. As to 
restitution of moneys which investors might tbinlf had 
been misused, he declared that the Government had no 
control as it could not institute civil proceedings. 
Criminal prosecution was a matter for the provinces, but 
as the deputy Attorney-General of Quebec had been 
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retained bf the BeauhariKnt coin^ny, Mr^ uvas 

“ witirfied there will be none.” i' 

To deal with the situation for the moment, Mr. Bennett 
had two Bills passed. By these the right of the Beauhamois 
company to divert 53,000 c.f.s. was ratified by Parliament, 
and the canal and its appurtenances were declared to be 
“works for the general advantage of Canada.” Exactly 
what this may mean it is hard to say, but it appears that 
the project will go on as a private enterprise with a re- 
orjganised management more agreeable to the Govern- 
ment and the banks. 

There is little prospect of St. Lawrence power — one of 
Canada’s greatest natural resources — being developed as 
a public enterprise. Mr. Bennett is sharply opposed to 
any tendency towards government ownership or manage- 
ment of business concerns ; Quebec is hostile to public 
ownership ; and even Ontario, with its great publicly 
owned hydro-electric system, seemed to many to play the 
game of private exploitation when the Hydro-Electric 
Commission contracted in 1929 to take 250,000 h.p. from 
the Beauhamois company at $15 per h.p. — a price sufficient 
to yield a handsome profit. It was not the first purchase 
of power from a private company, and the Commission 
defended its action in a public statement. Among its 
supporters there has, however, been a display of consider- 
able uneasiness, especially as the agreement seems to have 
come at a very opportune time in connection with the 
financial and political operations of the company. 

Finally, it may be observed that the Beauhamois issue 
has once more raised the constitutional question of the 
respective rights of the Dominion and provincial legisla- 
tures. From the point of view of the ultimate destiny 
of the Dominion as a united nation, this is perhaps the 
most serious aspect of the whole problem. The British 
North America Act can be amended only by the Parliament 
in London, and while there is no doubt that any proposal 
by Canada whereby she would secure the right to amend 
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her OKMtittttion would be accepted in London, t« 

little evidence at present of a serious discussion ^ the 
problem in the Dominion. Powerful forces will be arrayed 
against any change in the present situation, because of 
fear of interference with minority and provincial rights. 
Under present conditions the Imperial Parliament may be 
called upon to face the difficult, thankless, and dangerous 
task of dealing with highly contentious constitutional 
problems for whose settlement the Canadian people 
should make themselves responsible. In spite of the 
clear intention of the Canadian framers of the British 
North America Act that the Federal Government should 
have strong powers in dealing with matters which it might 
consider to be of national importance, even although they 
lie entirely within one province, there has been a strong 
tendency in recent years to magnify provincial rights at 
the expense of Federal jurisdiction. This has shown itself 
in judicial decisions and in political pressure which could 
not be disregarded by either Liberals or Conservatives at 
Ottawa, especially as Ontario and Quebec, the two most 
powerful provinces, took the lead in pressing provincial 
claims. So far as the St. Lawrence is concerned, it is 
admitted in genera' that the Dominion has the right to 
protect and control navigation, and that the provinces 
have the right to develop power ; but legal questions of 
far-reaching importance with regard to ownership and 
jurisdiction are unsettled. In 1929 certain questions of 
principle with regard to power and navigation were sub- 
mitted to the Supreme Court of Canada, but the answers 
were indefinite, and the order-in-council was issued in a 
haze of legal uncertainty. Mr. King’s Government, 
while contending before the Supreme Court for extensive 
rights of jurisdiction, appeared to adopt a very much 
weaker attitude in dealing with the Beauharnois application. 
Without infringing the right of a province to power which 
might be developed within its borders, the Dominion 
Government might, it was felt by many, have retained 
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prestige and leadership with regard to a question of great 
national importance bp refusing to deal with it piecemeal, 
and 1 ^ seeking the co-operation of Ontario and Quebec 
in framing a national policy. Some of the reasbns for the 
loss of that opportunity may be suggested by the story in 
the preceding pages. It remains to be seen whether the 
Dominion Government will regain the ground lost. The 
specific question with regard to Dominion-provincial rights 
in the Beauharnois project is to go to the Supreme Court. 
When that decision is given it may be possible to suggest 
what is meant by Mr. Bennett’s Act of August i, in which 
the Beauharnois canal was declared to be a work “ for the 
general advantage of Canada.” 

Canada. 

October 1931. 



AUSTRALIA 


I. The Struggle towards Financial Rehabilitation 

T he period under review began braveljr and opti- 
mistically enough, as may be read in the confident 
title of the Financial Emergency Bills which were introduced 
in all the Parliaments to carry out the resolutions of the 
Premiers’ Conference in June. They were entitled measures 
“ for meeting the grave financial emergency existing in 
Australia, re-establishing financial stability, and restoring 
industrial and general prosperity.” The measures for 
implementing the Premiers’ plan have now (with some 
exceptions which will be described below) passed into 
law. But the quarter has been one of disillusionment and 
anxiety, and none of the nation’s leaders can see the outcome 
of our difficulties clearly enough to inspire us with courage 
and enthusiasm. Much has certainly been done already. 
But its effect has so far been negative rather than positive ; 
we have been bringing the drift under control rather than 
getting the vessel back to her course. This phase has 
doubtless been common to the period of recovery from all 
previous depressions. But this depression has been so 
analysed and anatomised for the sake of the elector, and 
its end hailed so often for his encouragement, that opinion 
has become peculiarly liable to impatience and disappoint- 
ment. Australian opinion, moreover, is only now beginning 
to distinguish clearly between those causes of our troubles 
which are really within our ovra control and those which 
are not, and confusion of thought on this point has en- 
couraged the man in the street to dream that once the 
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gresK public ecomnaies vmre made and budgetary eqmli* 
brium came into sight, there would be imme4iate sig^ of 
a return to industrial and general pr<»perity, heralded 
perhaps by financial aid from overseas. But- the swift 
development of Britain’s financial crisis dispelled this latter 
hope ; an unhappy public began to realise at last that its 
sacrifices are not mere temporary adjustments to a sudden 
shock, but are only stages in the painful process of deflation 
towards a less expensive standard of life ; budgetary 
equilibrium itself is still far distant. As the quarter closes, 
opinion is clutching desperately at the straws of hope offered 
by Great Britain’s departure from the gold standard. If 
the new British policy brings to a head the whole problem 
of international debt settlement, it may offer to Australia, 
with other debtor countries, some prospect of relief. The 
other vital question, for Australia as for the agrarian com- 
munities of Europe, is whether the economic and social 
structure of the community can he held together pending 
an improvement in markets abroad. 

The Conversion Loan 

The Premiers’ plan itself was fully dealt with in the last 
number of The Round Table,* and it will be sufficient 
here to trace the main features of the attempt to implement 
it. Internal debt conversion and the reduction of all 
adjustable government expenditure (salaries, wages, grants 
and pensions) by 20 per cent, were to go on side by side. 
The conversion was controlled by the Commonwealth, 
since in the financial agreement of 1927 the Commonwealth 
has assumed liability for all State debts, and it was carried 
out in virtue of a variation of that agreement, signed by 
all the Premiers, and to be embodied in legislation by aU 
seven Parliaments. The States have also had to pass 
legislation empowering trustees to convert securities held 
on trust. The amount to. be converted was ,£556 million ; 
securities on conversion were to be allocated among new 
• See Th* Round Table, No. 84, September 1931, pp. 895-903. 

169 



Australia 

flecaxities w^oee dates of maturity ranged apjwojrimatdy: 
between 7 and 30 years, at an interest rate representii^ on 
the average a reduction of 22i per cent. ; holders were 
urged to make definite application for the conversion of 
their holdings, but the Act provided that, unless actual 
dissent was signified, conversion would be automatic. The 
ofiUcial appeal to bondholders was based solely on the 
financial difficulties of the Governments, and on the need 
for patriotic sacrifice from every section of the community, 
and the Act provided that holders who dissented should 
receive new securities maturing at the same date and 
bearing the same rate of interest as their existing securities. 
The result was eminently satisfactory ; some £4.^ million 
was converted on application, and some ;^48-}- million more 
by effluxion of time. This made up 97 per cent, of the 
total holdings. The holders of only the remaining 3 per 
cent. (£x7i million) dissented. The country actually had 
the welcome, though of late unhappily rare, experience of 
being cited in London as an example to be followed. 

There remained the problem of what was to be done with 
the unconverted £iyi million. The treatment of dissen- 
tients had caused acute controversy at the Premiers’ 
Conference in June, and the problem had been left unre- 
solved at the instance of the leaders of the Opposition in 
the Commonwealth Parliament, so that no penal alternative 
might be threatened against dissentients, to mar the 
psychological effect of a voluntary appeal. At the same 
time, the Premiers’ Conference made no attempt to conceal 
its determination that the sacrifice must be a common one, 
and that some way would have to be found of bringing in 
dissentients. “ Although it is not specifically stated in 
this resolution,” said Mr. Theodore, “ it is agreed implicitly, 
and without any equivocation, that if people do not convert 
they cannot be allowed to go free of making a contribution 
to the national sacrifice.” It was only on this express 
understanding that Mr. Lang agreed to the Premiers’ plan. 
In the event, the vagueness of the future probably had a 
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gfeat«r eoemw effect oa boadlK^ers thaii' i AptsdSc 
tlirtflt would ha^e done, and no holder supposed for a 
akinieat that if he dissented the Government would fvdffi 
Ms contract to the letter. Penal taxation Was freely 
discussed during the Conference ; but a very considerable 
proportion of the dissentients is understood to have been 
made up of holders whose securities mature eithfer this 
year or next, and who are concerned with the availability 
of their capital to meet other needs rather than with any 
interest they may gain in the meantime. There was, 
however, no promise to pay off the unconverted bonds, as 
there was in the Goschcn conversion of 1889. But the 
Premiers’ Conference was faced at the beginning of Septem- 
ber with the sheer impossibility of finding an additional 
million in the near future to pay off the unconverted 
bonds as they mature. It feU back on compulsion and 
decided that — except in cases of proved personal hardship, 
for which it was thought that ample provision could be 
made out of sinking funds — the dissentients should have 
their holdings converted compulsorily by Act of the 
Commonwealth Parliament, which may require some 
complicated legal adjustment. The step must be pro- 
foundly regretted. It must to some extent weaken the 
good effect caused by the voluntary character of the main 
effort. Nor is the small amount involved any real justifi- 
cation where the principle of repudiation is at stake. The 
only point that can be taken in support of compulsion is, 
that the consent of the holders of the other 97 per cent, 
gives the same kind of warrant for extending like terms to 
the remainder, as is given in bankruptcy proceedings when 
the court makes an order based on the consent of a large 
majority of the creditors. 

Reductions in Public Expenditure 
The reductions in adjustable expenditure were treated 
(except in New South Wales, which is dealt with elsewhere 
in this article) largely as a simple matter of arithmetic, and 
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vdiile grants were reduced by an automatic 20 per 
salaries were reduced on a scale more or less^ stocfdy 
graduated after the fashion of income tax ratee^ In the 
long run, however, indiscriminate economy of this sort may 
well turn out badly. If the reductions were to be tempo- 
rary only, they would produce relatively little effect. -9^^ 
on the assumption that the country is now firmly set 
towards a deflation which will reduce general standards to 
levels comparable with pre-war days, a more scientific 
revision of expenditure seems called for. The whole 
Australian people, individuals and Governments alike, has 
indulged in many extravagances in the boom years, and the 
path of wisdom would now be to revise our activities in 
the light of what it is really worth while spending money 
on. Some things we have been doing we might now use- 
fully eliminate altogether. In some directions, on the other 
hand, any reduction at all is folly, not to be justified even 
by reference to the plausible slogan “ equality of sacrifice.” 
It is a common error at the moment to think in terms of the 
persons on whom sacrifices are being imposed rather than 
of the work to be done, and the general sense of urgency 
obscures the long-term considerations, such as the extent 
to which salaries have in the past shared in the recent 
prosperity, which are essential to real equality. 

So obsessing has the idea of “ equality of sacrifice ” 
become that the Parliaments of three States (New South 
Wales, Victoria and Western Australia) have included the 
Supreme Court judges in their scheme of salary reductions, 
on the same terms as members of the public service. The 
importance of preserving the independence of the judiciary 
was not so much overlooked as outweighed — ^with the 
support, it must be admitted, of a considerable body of 
public opinion — by the desire that no income should 
escape the general reductions. Thus, to reduce salaries, 
which have for the most part remained stationary for 
anything up to fifty years, maybe both inequitable and even 
unwise, but is at least consonant with the spirit of the 
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oodi^ivitdoiial tradition — and it has bom vigoronsljr nt* 
presoeid-^is that a modem democraqr needs, hot less bht 
more than ever, a jhcHdaiy which has nothing to iear,' W 
hope, from ParHahient. It is understood that m all the 
States the judges have themselves offered cohtributiOha 
from their salaries ; <rf the justices of the Iffgh pohit, 
interference with whose salaries is prohibited by the 
constitution, some have offered to accept a reduced salary-, 
others to forgo their travelling allowances. ■ * 

Only one of the Australian Parliaments (in Queensland) 
has ventured, in making provision for reductions of ex- 
penditure, to do what the Imperial Parliament has now 
done, to substitute reduction by Order in Council for direct 
parliamentary regulation. 

The reduction in wages and pensions has earned, as was 
recorded in the last number of The Round Table,* the 
vigorous disapproval of the Labour party organisation. 
The Labour Governments in South Australia, Victoria 
and the Commonwealth had to break down opposition not 
only in the parliamentary caucus but in the local and 
federal executives of the party organisation. Mr. Hill in 
Adelaide, Mr. Hogan in Melbourne, and Mr. Scullin and 
Mr. Theodore in Canberra were strong enough to proceed 
with the plan, though the malcontents in Adelaide succeeded 
eventually in carrying a motion for the expulsion from the 
party of all members who had supported it. A special 
conference of the federal executive of the party organisation 
(six members from each State) was called at the end of 
August to consider this proposal, but rejected it by 22 
votes to 13. In June, the same body had declared its 
hostility to this part of the plan, but had recognised that, 
to bring about the downfall of the Labour Governments, 
would be disastrous to the party. The desirability of 
averting a split in the party was just as great at the end of 
August, indeed more so, as several elections are beginning 
• See The Round Table, No. 84, September 1931, p. 903. 
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to dcaw near. Jt vras, therefore, not atupri^f that a 
compromise was again reached, thot^h the SoQth AuStxabaa 
branch seems determined to persist in its original polk^. 
The federal executive again declared that reactions in 
wages, pensions and social services cannot be accepted as 
any part of Labour’s pc^cy, since they violate the substance 
of the ideals and principles for which the Labour movement 
stands ; and it instructed Labour members, both Federal 
and State, that any further redactions of the kind must be 
resisted. This may perhaps be regarded as merely face- 
saving. The party organisation is not likely, at a time like 
the present, to risk the downfall of a Labour Government. 
The real significance of the resolutions passed at the party 
conference is rather to be found in the re-affirmation that 
the whole policy of deflation is wrong, and that the essential 
nature of the crisis is monetary and can be met only by a 
policy of monetary and banking reform. “ Plenty of meals 
but no tickets,” is one Labour journal’s summary of the 
whole position. The left wing in the federal parliamentary 
caucus has begun to press again for the fiduciary note issue 
to which the party had pledged itself earlier in the year. 

Reduction of Private Interest Rates 

One other part of the Premiers’ plan calls for mention — 
the reduction of private interest rates or, more precisely, 
reduction of interest on mortgages and on bank deposits 
and advances. Legislation to secure these objects has 
been opposed so tenaciously by the Legislative Council in 
Victoria, that the Victorian Financial Emergency Bill was 
delayed till nearly the end of September. The report of 
the Premiers’ Conference had left the matter as follows : — 

Concurrently with the reduction of bond interest must go a reduc- 
tion in private interest. This is mainly a matter for the banks, who 
are co-operating to that end. Reductions of interest are being 
arranged between the Commonwealth Bank, the trading banks, and 
the savings banks, which will result in the rapid reduction in the 
interest on money required for trade and industry. This reduction 
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fli iaMttfifaM he »iq»idetnented hf legiabl^n^ givi^ Mffief to mo^ 
gtgofp;. This legitUtioo forma part of the pla% 

Tlte real ground taken by the Victorian Legislative 
Council was that, while recognising the necesfity for the 
reduction of private interest, it thought that such reduction 
would inevitably be made at once in all proper cases as a 
result of discussion between debtor and creditor, and^ in the 
long run, by the operation of economic forces ; that legisla- 
tive interference with private contracts was strongly to be 
deprecated ; and that in any case the legislation actually 
proposed was clumsy and unsatisfactory. The Govern- 
ment, in reply, drew a distinction between bank rates and 
mortgage rates. Its defence of the legislation as to bank 
rates was that the trading banks in Victoria seemed to be 
holding back in part from the reductions contemplated by 
the Conference. When they offered a reduction of one 
per cent, in rates for advances by October, a compromise 
was adopted under which the banks were included in the 
measure, but the provisions were to have no operation until 
proclaimed, with the consent of both Houses. As to mort- 
gage rates, the Government’s defence was that it was 
pledged to implement the plan “ one and indivisible,” and 
that legislation for the relief of mortgagors formed part of 
the plan. It was, however, clear that the draft mortgage 
legislation had been adopted almost without discussion at 
the Conference, and that the legal difficulties involved had 
scarcely been appreciated. Indeed a certain inattention to 
the legal aspect of the exceedingly complicated operations 
involved in the proceedings was a marked feature of the 
whole Conference. This was due partly to haste, and partly 
to the fact that, though efficient legal advice was available, 
its value was reduced to a minimum by the failure of the 
Conference, till a very late stage, to agree on the more im- 
portant points of policy. The Victorian Legislative Coun- 
cil’s stand, unpopular as it has been, has probably done 
the community a service, since it haS directed close attention 
to the measures adopted. The legislation has, in some 
M 2 I^S 



States (New South Wales, Victoria, Tasmania and WeWern 
Australia) proceeded hj way of automatic reduction of 
interest rates, unless the mortgagee can satisfy a tribifnal 
that, having regard to the relative position of borrower and 
lender, reduction is inequitable ; in the other States 
(Queensland and South Australia) the onus is on the mort- 
gagor to apply for a reduction, which he is entitled to get 
unless the mortgagee can show that it is inequitable. The 
scheme of the legislation provides generally for a reduction 
of 22i per cent, in interest, but with a minimum interest 
rate of 5 per cent. 

The Budget Position and General Rehabilitation 
Ever since Sir Otto Niemeyer’s visit, the real centre of 
political interest has been in the Premiers’ Conference and 
the Loan Council (at present practically indistinguishable 
in personnel and identical in function) rather than in any 
of the Parliaments. In the quarter under review, their 
principal function has been the “ policing ” of the plan. 
They met early in August to consider, partly a request from 
New South Wales for urgent financial assistance, and partly 
the budget plans for the financial year 1931-32 in the light 
of events since June. New South Wales was accorded the 
advance required in order to pay civil service salaries, but 
only on condition that Mr. Lang came into line in imple- 
menting the plan. The possibilities of budgetary equili- 
brium were carefully examined, and the Loan Council 
before it adjourned took the significant step of appointing a 
standing committee of under-treasurers and economists to 
examine continuously, and report upon, the budgetary 
position of each State, and its conformity with obligations 
under the plan. At the same time a similar organisation 
was adumbrated for the Premiers’ Conference in the form 
of a permanent secretariat. Its first task was to gather 
information and report to a subsequent meeting upon action 
to relieve unemployment. Here were two important pro- 
cesses at work — ^not merely the first definite step in the 
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mto aa institution, but a definite step also in fMtiog 
the long-term problem of industrial lehal^litation. 

The Premiers and Treasurers reassembled at the be- 
ginning of September to discuss the reports of the two 
committees. The budgetary position turned out to be dis- 
quieting. In June, allowing for such ^rinkage of revenue 
as then seemed likely, the year 1931-32 was planned to 
produce a total deficit of only ,^15 million, which the banks 
agreed to finance. In September, it was clear that the 
deficit would probably amount in all to about ,^18 million ; 
the New South Wales figures were only vague. Conferences 
with the bankers followed, but the banks would not under- 
take to advance more than £16 million for the year, leaving 
the Governments to make up the other £2 million either by 
fresh taxation or by fresh economies. As to unemployment 
and rehabilitation, the secretariat had had totally inadequate 
time to make a thorough analysis, but reported in grave 
terms. Employment cannot in the long run be increased, 
it urged, unless the country can export at world prices ; it 
cannot even be kept at the present level unless the 
financial resources of the country are used to their limit to 
keep the wheat grower in production, to maintain the 
existing volume of employment on public works, and to 
provide or stimulate enough additional employment (jf.g., 
on gold mining, paper pulp and fisheries) to set moving the 
gradual revival of business and enterprise. The secretariat’s 
report therefore contemplated both a long-term policy 
of reduction of costs, a review especially of all forms of 
government assistance to industry, and an immediate policy 
of stop-gap measures in order to maintain the country’s 
economic and social structure for the time being. TTie 
report caused a good deal of public disappointment ; to the 
unthinking, because it was so grave in its outlook ; to the 
more thoughtful, because its immediate recommendations 
seemed to be to keep on the old disastrous methods. The 
banks, after anxious conferences, eventually agreed with 
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evident rdbctuice to grant still further credits, not indeed 
to the amount of the £\ 6 i milUon, which the secretariat 
thought would be necessary, but at any rate to the extent 
of £3 million to provide a bonus of 4id. a bushel on wheat of 
the 1931-32 season, and ^^4,250,000 for the first half of the 
financial year for public works already in prepress. But, of 
course, nobody really expects a permanent solution along 
these lines, or from any action that can be taken within 
Australia herself. Without a rise in world prices the 
country is facing not merely a measure of default abroad, 
but collapse at home. In such circumstances the almost 
feverish interest with which the development of Great 
Britain’s new policy is being followed, and its result can- 
vassed, will be readily understood. 


11. Mr, Lang and New South Wales 

F rom its origin in 1891, the Australian Labour party 
has been strongest in New South Wales, and more par- 
ticularly in Sydney. It might, therefore, have been pre- 
dicted that in Sydney the party would produce its finest 
flower, its most logical and uncompromising leader. And, 
as Australians are fond of ideals but impatient of technique, 
Mr. John Thomas Lang only adorns the national type 
in showing himself more hearty in his zeal for the unddi* 
dog than skilful in advancing his interests. 

Since 1917 Australian Labour has become conscious of 
an affinity between the political regulation of trade and 
industry, slowly evolved as socialisms sans doctrines during 
the party’s youth, and the economic philosophy of the 
Russian communists. Some of the inner group in the 
Sydney Trades and Labour Council have visited Moscow, 
and evidently share its hopes of a world-wide reconstruction 
of society. Possibly Russian example has confirmed the 
New South Wales branch of the Australian Labour party in 
its zeal for strict discipline. Certainly the distinguishing 
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maxlK^ Mir. lAng*s leadership im t:he present PjaUsnaiei^ as 
nomiiared wkh his 1925-27 term of oflice, is to be found m 
the caucus of 55 supporters who, under pressure from the 
patty machine outside, support with steady dodfity the 
policies propounded by the Premier. At times there are 
private mutterings of revolt, notably from Labour members 
for country constituencies. But there is no revolt. The 
division bells break in upon every Opposition speech which 
threatens to damage the Government’s prestige, and at their 
call the caucus files in full force before the tellers. 

To what end ? In name the Bills put forward by Mr. 
Lang differ little from those of earlier years or of other 
State Houses to-day. Mr. Lang’s proposals for a drastic 
extension of industrial arbitration, for confiscatory taxation 
of all but the most moderate incomes, and for reduction of 
salaries in the public service, suggest that he and his 
associates see somewhere in the near future the communistic 
objective of the classless society. Instead of equal chances 
to rise and “ fair and reasonable ” treatment for the less 
lucky. Labour now seeks to dispense altogether with middle- 
class leadership. 

Mr. Lang’s election programme in October 1930 was, 
it will be remembered,* little more than an assertion of 
Labour’s will to maintain governmental spending. Under 
his premiership and treasurership, the maintenance of the 
standard of living was to be hampered neither by the 
Premiers’ agreement of August 1930, nor by the Loan 
Council. It had been evident, however, even before his 
election, that neither London nor New York would keep 
up the flow of loan money that this programme presupposed. 
Mr. Lang was, therefore, throvra back on local taxable 
fields which the Federal Government was already denuding, 
and upon the lending capacity of Australian investors and 
banks. In December 1930, to the dismay of his followers, 
he raised his predecessor’s unemployment relief tax on 
wages and incomes from 3d. in the pound to is. Even so it 
• See The Round Table, No. 82, March 1931, pp, 435-441* 
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was ])ai^f4deqvate for the. growing burden of die *^d0le«f’ 
On Jttoe IS, despite all financial difficulties, the relief ntioo 
acaJes.were increased by *5 per cent. Railway freights 
apd faxes, ' income taxation and every source of revenue 
continued to shrink, but Mr. Lang’s commitments to 
powerful electoral groups did not allow him to check 
expenditure. 

As he proclaims that the way out of the depression is to 
maintain the spending power of the public, he has been 
forced by the inadequacy of ordinary revenue to turn to 
any supplies within his reach. But such rough and ready 
methods as withholding from government creditors the 
money he needs for his civil servants and people “ on the 
dole,” have involved, either as a result of sheer rashness, or 
because incidentally he desired to destroy confidence in 
middle-class institutions, the closing for four months of 
the New South Wales Government Savings Bank. This 
bank, like all Australian savings banks, had been paying out 
cash at a steady rate ever since depression and unemploy- 
ment set in. But in February the nerves of the depositing 
public were badly shaken by repudiation proposals* and by 
unchallenged press statements that the Government was 
not paying the interest that it owed to the commissioners. 
Withdrawals at once grew disproportionately greater than 
those from other savings banks, culminating in a violent 
• “ run ” on the bank in April. On April 21 Mr. Lang asked 
the Gjmmonwealth Bank board, who control the Common- 
wealth Savings Bank, to take over his bank. The depositors 
next day withdrew a million and a half pounds, and on 
April 23 the bank suspended payment with its cash reserves 
down to ,{^2x4,085, although it had £7,218,469 “ at call 
at the New South Wales Treasury,” and £49,552,202 in 
securities, mainly of the New South Wales Government. 
Negotiations with the Commonwealth Bank went on 
for three months but eventually collapsed and, under 
pressure, Mr. Lang has reopened his savings bank under a 
, • See Th* Round Table, No. 83, June 1931, p. 664. 
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new Act>< « Blew board of trustees and a ne# gfnarantee 
against poHtioal interference. Though en^powered to: 
borrow ;^o,00o,ooo on debentures, the new board has sdU 
to find enougfh cash to set the cycle of deposit and invest- 
ment going again. Otherwise the depositors’ only hope 
still' lies in the absorption and liquidation of the <dd bank’s 
assets by the Commonwealth Savings Bank. 

Whenever he has sought accommodation through the 
Commonwealth Bank and the private trading banks, the 
New South Wales Treasurer has been met by the need of 
accepting the control of the Commonwealth Government 
and the Loan Council. Before Mr. Lang’s accession to office 
the New South Wales Government’s bankers, the Bank of 
New South Wales and the Commercial Banking Company 
of Sydney, had stipulated that open overdrafts would not 
be granted, and that ways and means advances would be 
made only against definite securities, such as Common- 
wealth Treasury Bills. Mr. Lang, finding his credit 
balances with his own bankers on the wane, asked the acting 
Commonwealth Treasurer, Mr. J. A. Lyons, to approach 
the trading banks throughout the Commonwealth for “tem- 
porary accommodation.” The banks, however, saw no good 
reason why they should aid and abet Mr. Lang in what 
seemed an attempt to evade the control of the Loan Council. 
Through the Chairman of the Commonwealth Bank board 
and the Chairman of the Loan Council, they notified Mr. 
Lang that all borrowing by governments, whether in the 
form of public loans. Treasury Bills or overdrafts, should be 
controlled by the Loan Council in accordance with the 
resolutions of the Melbourne Conference in August 1930. 

Mr. Lang next sought to escape out of the net of unified 
financial control through an apparent gap in the 1927 
financial agreement on State debts. The Commonwealth, 
by the terms of that agreement, assumed responsibility for 
the payment of interest on the State debts. Mr. Lang, 
prompted by his Attorney-General, set out to exploit 
the position by refraining from paying the Commonwealth. 
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soce^, he thought, he would be tlide to t»e the 
interest money as “purchasing power ” for his civil servants 
and unemployed. Who was to stop him i Would dog eat 
dog, and one Labour Government proceed to Federal 
eitecution against another i 

Mr. Lang’s default began on April i. As he had calcu- 
lated, the Commonwealth Government at once found in 
London £ioo,ooo to meet the interest that should have 
been paid that day, plus exchange. Part of this sum, 
j^243,ooo, the Commonwealth then recovered by stopping 
contributions from Federal revenue due to New South Wales 
under the 1927 financial agreement. For the balance the 
Commonwealth and the other five States issued a writ in 
the High Court of Australia on May 13. Further defaults 
by New South Wales, new payments by the Commonwealth, 
and writs in the High Court followed each other rapidly 
during the next few weeks, until the rest of Australia had 
paid to British and American bondholders 673,000 on 
Mr. Lang’s account. The actions have not yet come on for 
trial, but the burden that Mr. Lang had cast on Australian 
shoulders generally provoked in April the long expected, and 
often announced, refusal of the Commonwealth Bank to 
finance further short-term borrowing, as a result of which 
the Premiers’ Conference met last June and the first all- 
round attempt was made to secure balanced budgets. Mr. 
Lang’s part in shaping the Conference plan was surFy 
and contemptuous. The enemies who had so unreasonably 
thwarted his own plan were now, he claimed, slowly 
accepting it. He heatedly denied the contention in sub- 
committee of the experts, whose report formed the basis 
of the negotiations, that on New South Wales lay a 
special duty of retrenchment, in that she had main- 
tained an exceptionally lavish standard of government. 
By furnishing on the last day of the experts’ deliberations 
the barest outline of the contents of his not yet 
presented budget he had eflEectively cramped their analytical 
zeal. The Commonwealth and the less wealthv States 
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anhotme^id thfat thef would fidthfuUf cut wages 

aod ndaiy rates by a fifth. By sheer effronteiy Mr. Lang 
made use of the free hand left to each Treasurer in malung 
this reduction to turn the whole policy of economy into a 
reiucHo ad absurdum. He proclaimed that he would spare 
the purchasing power of the people and lode to the higher 
incomes for almost all the additional savings that he was 
going to make. The salaries of government servants, he 
announced, would be reduced and ^^500 a year would be the 
maximum. 

This threat, however, was not immediately acted upon. 
On June 26 the Premier rushed through the Legislative 
Assembly an emergency taxation measure which, he pro- 
fessed, would raise ,^16,000,000 during the financial year 
1931-32. Its schedules proposed fresh taxes on wages and 
salaries rising from is. in the pound on weekly incomes of 
more than four and less than five pounds, up to 53. in the 
pound on weekly incomes of ten pounds and over. Similar 
levies were to be made on “ company incomes ” and personal 
incomes other than those derived from employment. “ Biy 
taking from those in receipt of regular incomes who have 
a surplus, and employing the money in reducing our huge 
army of unemployed,” said the Premier, “ we shall achieve 
a position of true equality of hardship, but out of it we 
will emerge a solvent State whose feet are planted firmly 
on the road back to prosperity.” “ On the way to Soviet- 
ism, you mean ! ” interjected an Opposition member. 
“ And a good deal better then than now ! ” retorted a 
Minister of the Crown. 

To the general relief, the Legislative Council rejected 
without hesitation this spendthrift Bill. This again 
brought the Premier into direct conflict with the Governor.* 
When the defeat of the Bill was imminent. Sir Philip Game 
had attempted to avert a demand for the “ swamping ” 
of the Council by suggesting a round table conference of all 

• See The Round Table, No. 8a, March 1931, pp. 440-1 ; No. 83, 
June 1931, p. 666 , 

193 



■ 7 / ■ Aiist^lia- 

parties iiptm the lines proposed by His Majestp in the 
Iri^ crisis (^1914. The Government spurned this proposal, 
and the Premier requested Sir Philip Game to nominate a 
large number of new Councillors. The Governor refused. 
Mr. Lang’s view is that it is a Governor’s duty to accept his 
Ministers’ advice in all matters, and that Sir Philip Game’s 
conduct amounted to a denial of self-government to New 
South Wales, Accordingly the Premier referred the 
question at issue to the Dominions Office, The Secretary 
of State again refused to interfere, discreetly hinting that 
the matter seemed eminently one to be settled by the 
people of New South Wales. The Governor’s view is that 
Mr. Lang has no mandate from the people of the State to 
pursue his present policy and does not, in fact, command 
popular support, and that his own duty as Governor is to 
ensure, so far as in him lies, that the forms of representative 
government are not used to flout the people’s will. At one 
stage, indeed, the Governor even considered the possibility 
of exercising his legal power to dismiss Mr. Lang and 
dissolve Parliament, but he decided that such a step would 
be bound to provoke a popular outcry, and that it would be 
best to throw on to the Premier the onus of appealing to the 
people if he so desired. Mr. Lang has, no doubt for the 
best of reasons, shown no desire to go to the country. It 
is too early yet to estimate the full significance of the 
Governor’s attitude in the present crisis, and it is always 
arguable that in the long run it is better to allow the whole 
weight of responsibility to fall on an electorate for the results 
of its own choice. But there can be no doubt that, for the 
moment, the Governor has vindicated his position under 
the constitution, and that his firmness has saved the State 
from total chaos. 

Thwarted by both Legislative Council and Governor, 
Mr. Lang was nearly at the end of his tether. There 
would be barely enough for workers’ wages, and nothing 
for the “ blackcoats’ ” salaries when the civil service came 
to be paid on August 6. This was a bleak outlook for a 
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Ptemaer who had promised over ^nd over again «‘rjtotitatkm 
to tfao service of even tht 8^ per cent, that his cheese-paring 
predeoessors had taken from it. As August 6 drew near, he 
hurled another parliamentary thunderbolt, the promised 
measure under which the salaries of Ministers, judges, 
members of Parliament and all public servants were not 
to exceed a maximum of ^£500 a year, and reducing all 
salaries between £260 and ;^58o a year by to per cent. 

The critics of the measure had little difficulty in con- 
vincing the Legislative Council that Mr. Lang would do 
better to effect his savings on similar lines to those on 
which the Commonwealth and the other States had carried 
out their economies. Whereupon the Council amended the 
Bill, and Mr. Lang, in his hurry to obtain Commonwealth 
Treasury Bills from the Loan Council wherewith to pay 
his civil service, introduced a new Bill on the lines 
suggested by the Legislative Council. And so to Melbourne 
where, the Loan Council having relented, he got his 
Treasury Bills, and the Commonwealth Bank duly 
discounted them. Then, five anxious days late, the 
government servants received their pay. 

He is a great optimist, however, who thinks that Mr. Lang 
has been brought to heel by the Loan Council, or that his 
budget for 1931-32, hurriedly presented on the eve of yet 
another session of the Loan Council, conforms to the 
spirit of the June Conference plan. It shows an estimated 
deficit of ,^8,300,000. This, Mr. Lang explained, would be 
reduced to ^^5, 4 10,000 by “ economies not yet worked out 
in detail.” His published estimates bristle with items 
which cast doubt upon this pious hope. Incredible 
estimates of increased revenue, deliberate payments of 
wages and salaries in excess of those prevailing elsewhere, 
a determined refusal to reduce the pay of railwaymen and 
tramwaymen to the federal basic wage, these things 
hardly looked like a “ genuine effort to reduce controllable 
expenditure.” 

So on he fares. If Mr. Lang and his very active associ- 
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atec flU the Trades Hall are working for a commiaiistiic 
recoostroction, they certainly are doing so with a minisnim 
of disturbance to the outward peace of society. Under the 
Lang regime, the New South Wales police, an admiralde 
and impressive force, have a completely free hand in dealing 
with the attempts of professed Communists to aggravate 
the class-war by street rioting. The o£Fers of a “ New 
Guard ” of “ parlour militarists ” to come to the assistance 
of the police in the event of disorder seem at the moment 
unnecessary, if not provocative. But there are subtler 
ways of altering the face of society than by blacking its eye ! 

III. Mr. Theodore and the “ Mungana ” Affair 

M ost Australians are heartily glad to have the 
Mungana affair, with all its disturbing effects, settled 
at last. It will be remembered that in July 1930*, Mr. 
Theodore resigned the office of Commonwealth Treasurer 
in consequence of the finding of Mr. Justice Campbell, a 
retired Supreme Court judge from New South Wales, 
and appointed a Royal Commissioner by the Queens- 
land Government, that, along with others, Mr, Theodore, 
then Premier of Queensland, had been guilty of dishonesty 
in connection with the purchase by the Queensland 
Government of certain mining enterprises at Mungana. 
Mr. Theodore, who had not given evidence before the 
Commission, demanded that the Queensland Government 
should, by bringing proceedings against him, give him an 
opportunity of “ confronting his accusers.” After re- 
moving some legal difficulties, the Queensland Government 
brought a civil action against the four persons concerned 
(one of them another ex-Premier of Queensland, Mr. 
McCormack) claiming damages in respect of a con- 
spiracy to procure by unlawful means the purchase of the 
Mungana mines by the Government at a price of ^^40,000, 
when they were worth only £ 10,000 at best, or, in the 
* See Thi Roukd Tabu, No. 81, December 1930, pp, 185-7. 
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alteraatiye, in respect of a fraudulent sale by the d^endants 
to the Crown. The case was heard before the Chief 
Justice, Sir James Blair, and a jury of four, and resulted in a 
unanimous verdict for all the defendants on bqth counts, 
the jury answering a series of twenty-five questions 
unequivocally in their favour. 

The result is a happy one, so far as the purity of Australian 
political life and the public reputation of the country are 
concerned. The only regret that can be felt is that Mr. 
Theodore did not in the end “ confront his accusers,” in 
the popular sense, by going into the witness box. The 
verdict that the sworn advisers of the Crown were n^t 
guilty of any dishonesty or corruption is so satisfactory 
that it is perhaps a pity that it was not based on the fullest 
and most searching examination of all the evidence which 
could possibly have been obtained. The whole incident 
will probably have a beneficial effect on Australian parlia- 
mentary life as a whole. In a country where the population 
is small, where political feeling runs very high, and where 
government activities are so far-reaching, members of 
Parliament will have to consider more carefully with what 
industries they can with propriety allow themselves to be 
associated. It is natural, but regrettable, that Mr. 
Theodore and the Labour party should treat the jury’s 
verdict as the triumphant exposure of what he himself has 
denounced all along as a campaign of political calumny 
and persecution on the part of the Nationalists. This 
aspect of the case will doubtless embitter the State elections 
in Queensland next year. But the defendants in the 
Mungana action undoubtedly had a case to answer, and the 
rumours of irregularities in connection with the purchase 
of the mines had been so persistent and damaging that it 
was the clear duty of the Queensland Government to have 
them fully investigated. 


Australia. 
October 1931. 
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I. South Africa and the Gold Standard 

V ERY shortly after it became known that Great Britain 
had abandoned the gold standard, it was announced 
on behalf of the South African Government that this 
country would not follow her example, but would remain 
on it. This intention has been reaffirmed on several occa- 
sions by members of the Cabinet in the strongest terms. 
The underlying motive inducing the Government to take 
this decision was probably partly political, for the present 
crisis provides a magnificent opportunity for demonstrating 
that South Africa is no mere economic satellite of Great 
Britain, but a fully fledged planet in the world system. 
In this case, however, economics and politics appear to 
be for once allied, and the general consensus of economic 
opinion in this country appears strongly to support the 
Government’s action. Thanks to its gold mines, this 
country, as a whole, is less seriously affected by the depres- 
sion than perhaps any other in the world ; for although 
those sections of the community which depend upon 
export markets are suffering severely, the gold mines provide 
the majority of the population, directly and indirectly, 
with an assured market for their goods and services, and 
consequently with incomes which have hitherto shown 
comparatively little decline. White unemployment is 
estimated at no more than 20,000 to 30,000 out of a white 
population of some 1,800,000, and while deficits will be 
shown this year on the budgets of the central Government, 
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due ^fonr provincial councils, and the State raih^ys, the 
present burden of taxation, at any rate upon the moderately 
well-tCKlo, is comparativdy lig^t, and this section of the 
population could if necessary bear a considerable increase 
in direct taxation without serious hardship. 

From the point of view of the balance of trade the 
position is also strong. The heavy declines in the V^alues 
of farm produce, diamonds, and base minerals exported 
has been more than offset by reductions in imports (caused 
naturally and without recourse to panic measures such as 
import prohibitions), with the result that for the twelve 
months ending August, 1931, the surplus of visible exports 
over visible imports was ^^18,800,000 (South African), 
compared with an average during recent years of about 
£16,000,000 (S.A.). 

^ The Union of South Africa is therefore under no direct 
compulsion to abandon the terra firma of the gold standard, 
and to adopt in exchange a standard based upon the economic 
and financial conditions of another country, and upon the 
politics and policies of an overseas government of uncertain 
composition, over whose actions she will have no kind of 
control. If South Africa were to exchange the gold standard 
for the English sterling standard, any tendency towards 
inflation in Great Britain would compel her to choose 
between either foUovwng blindly the policy of that country, 
or returning to gold, or maintaining a paper standard of her 
own, based neither upon sterling nor upon gold, but 
hovering in the void somewhere in between. 

Another point which is frequently made is that, since 
not merely the prosperity but the very existence of South 
Africa depends upon the continued use of gold as a basis 
for currency by the great nations of the world, any step 
by South Africa which might, in however small degree, 
encourage the abandonment of this use of gold would be 
a step in the direction of national suicide. 

Finally, the Government stands to reap a very substantial 
financial benefit from remaining on ^e gold standard. 
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The interest charges on that part of the national debt 
which is held in Great Britain will be considerably reduced, 
the saving to the Government at the present rate of 
exchange being estimated at about 500,000 (SA.) per 
annum. This saving vrill incidentally reduce still further 
the net surplus of invisible imports, already reduced appre- 
ciably by decreased payments for freight on imports and 
decreased dividends on diamond shares, to probably not 
much more than £20,000,000 (S.A.) per annum, compared 
with an estimated total of about £2^,000,000 (S.A.) in 
1929. The net “ adverse ” trade balance to be filled by 
foreign borrowings of new capital for the coming year 
should be less than ,^2,000,000 (S.A.), as compared with 
average foreign borrowings of about £j,ooo,ooo (S.A.) 
during recent years. 

While, however, the Gover nm ent’s decision is supported 
by the bulk of informed opinion, it cannot be denied that 
the break with sterling has caused several serious diflfi- 
culties, some of which have yet to be overcome. This 
country has hitherto had no real foreign exchange dealings, 
rates having been determined by the simple method 
of adopting the latest rate quoted from London, modified 
as necessary by the current South African-London rate. 
The latter has for the past six years been almost absolutely 
fixed, with the English pound at a slight premium over the 
South African pound, due to the need for recouping -the 
Reserve Bank for its expenses in shipping the output of 
the gold mines to London either in the form of bullion or of 
specie. Prior to the return to gold in 1925, when both Great 
Britain and South Africa were off the gold standard, the 
rates on London were fixed from time to time by agree- 
ment between the banks according to the supply and demand 
for exchange as shown by the alterations in their London 
balances. Now for the first time it has become impossible 
for the banks to determine the exchange rates on London 
with reference either to the cost of shipping gold or to the 
state of their London balances. South Africa has become 
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an iail^peadent gold standard countiy among ker peers, 
and jis painfully learning to adapt hersdif to^ the respon* 
nhiUties of her new status. In the absence of any existing 
financial machinery to deal with this unprecedented situa- 
tion, there was at first almost complete confusion, which 
lasted until about the end of September, when, for the first 
time since the break, the South African-London rates 
were brought into approximate accord with the New 
York-London rates. As soon as this occurred it became 
possible for arrangements to be made to open up direct 
exchanges with other gold standard countries. The banks 
can now quote direct rates with New York, with the South 
African pound only very slightly below gold parity. 
Direct exchanges with Paris, Amsterdam, Rome, and other 
gold standard centres are now being arranged, and quota- 
tions on these centres will be possible shortly. These 
rates will, of course, remain practically stable, and will 
facilitate trade with these countries, while the frequent 
fluctuations of the rate on London naturally impose con- 
siderable difficulties on our much larger trade with Great 
Britain, especially as this country has as yet no forward 
exchange market. 

On the whole, it is probable that the worst of the con- 
fusion is now over. But another and even more serious 
difficulty has arisen. It would appear that many South 
Africans believe that sooner or later the English pound 
will return to parity, or at least be stabilised at a figure 
considerably higher than that ruling at present, while 
there appears to be a growing expectation that South 
Africa herself will be forced off the gold standard in the 
near future. As soon, therefore, as English sterling was 
quoted by the banks at a substantial discount, a very large 
demand arose for transfers to London from people who 
desired to take advantage of the exchange rates to pay off 
debts, to provide for future payments, to obtain bargains 
on the London Stock Exchange, or even merely to obtain 
balances in London as a pure speculation. On the other 
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hand^ persona owning funds in England are tending to 
refrain from bringing them out in the hope that an improve- 
ment in the exchange will save them at least part of their 
loss. The banks have therefore found themselves selling 
large quantities of English sterling and buying very little. 
At this time of year the London balances of the commercial 
banks are about at their lowest ebb ; these banks have 
therefore been saved any serious loss in the depreciation 
of the value of their London balances, but are, on the other 
hand, unable to meet any heavy drain of exchange. They 
have therefore been compelled to obtain supplies of 
foreign exchange from the Reserve Bank, which, on Sep- 
tember 1 8, owned bills in London to the value of ^6,427,000 
(English). By October 9 the Reserve Bank’s holding of 
bills in London, which forms the main foreign exchange 
reserve of the country, had been reduced to £ 765 , 000 , 
though, on the other hand, gold to the value of £ 2 , 506,000 
had been accumulated overseas, in addition to a normal 
amount of £ 5 , 750,000 held in the Union. The Bank’s 
total reserve in London had therefore been reduced by 
356,000, or more than half. If the demand for foreign 
exchange remains insatiable, this reserve may be entirdy 
exhausted, and unless credits can be arranged overseas, 
the Reserve Bank may be compelled to refuse to sell more 
exchange. Gold would then be withdrawn, and as the 
Reserve Bank’s holding within the Union already shews 
little margin over its legal requirements, the Government 
would be compelled either to suspend the Act or to 
authorise the Bank to refuse gold. The suspension of the 
Act would permit of the export of a further £ 5 , 500,000 
(S.A.) of gold, but it is not likely that the Government 
would allow the legal r^erve to be entirely drained before 
abandoning the gold standard. 

The banks have been endeavouring to check the demand 
for exchange by attempting to restrict sales to “ nor mal 
trade and personal requirements,” but this policy has met 
-with only partial success, and on October 10 a statement 
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wafl issued the Minister for Finance informing the 
public that this policy of restriction had his full support, 
and that all the resources of the State would l>e employed, 
if necessary, to keep the country on a gold basis.* Wlule, 
however, restriction may check the drain to some extent, 
it cannot prevent it altogether so long as the public can 
withdraw gold from the Reserve Bank in Pretoria and ship 
it ; while restrictions on the withdrawal and export of 
gold will, of course, be tantamount to admitting that the 
country is off the gold standard. It is still doubtful if 
the country will be able to avoid this step. 

Even if the reserves of foreign exchange are able to 
stand the strain of the abnormal demand, the effect of the 
depletion of the resources of the commercial banks will 
probably be to compel these banks to restrict advances, 
bringing about a renewal of the financial stringency of 
two years ago, and ultimately a reconstitution of the 
depleted foreign balances by means of a further reduction 
in imports. If, of course, the present speculative demand 
for English sterling should be succeeded by a corresponding 
movement in the opposite direction, the reason for such a 
curtailment of imports would disappear. 

Should this immediate exchange difficulty be overcome, 
there will remain the difficulty of import and export 
prices. Prices of raw materials in England have already 
risen almost sufficiently to offset the fall in the exchange 
value of the English pound. But the gold prices received 
by South African exporters of such commodities as eggs, 
fruit and dairy produce are likely to remain lower for some 
considerable time, while local manufacturers are already 

* On October 29 — since this article left South Africa — the Union 
Government announced a 10 per cent, export bounty, and a primage duty 
of 5 per cent, on imports, and latterly (see The Times, November li, 
p. 19) has been makhig enquiries in various countries with a view to 
raising a loan of £10 miUions for the support of the South African pound. 
On November 12 the South African Bank rate was raised from 5 to 6 per 
cent., and the next day the Transvaal Chamber of Mines (with one 
dissentient) passed a resolution in favour of leaving the gold standard and 
linking the currency to sterling. 
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prepuing to complain of increased competition froan 
En^tsii imports. Pressure is therefore being brought to 
bear on the Government from two sides, and while at 
present it seems determined to resist this pressure, it is 
impossible to say whether this resistance will be continued 
indefinitely. 

Finally, if the English pound remains depreciated, but 
not restored to gold at a lower parity, the problem will 
sooner or later arise of obtaining foreign loans. Such loans 
could not well be raised in London, for, if the English 
pound should subsequently return to par, the South 
African borrower of English sterling would find himself 
owing ;^ioo (S.A.) for every, say, ^8o (S.A.) borrowed, 
while an English lender of South African currency would 
find himself owed only, say, ;^8o (English) for every £100 
(English) lent. Whether this country could obtain its 
requirements of new capital in New York, Paris, or 
Amsterdam remains to be seen. 

Postscript 

Since this article was written the news has been received 
that Southern and Northern Rhodesia have left the gold 
standard. This development will add greatly to the 
Union’s difficulties, for Rhodesia is the chief, and indeed 
almost the only, export market for Union manufactures, 
while, thanks to the Customs Union, the commeroial 
relations between the two countries have been most 
intimate for many years. Southern Rhodesia uses Union 
silver coin, while Imperial silver circulates freely in both 
countries. Bank notes issued in Southern Rhodesia have 
hitherto been freely current in South-West Africa. The 
sudden disruption of these intimate ties cannot but cause 
much confusion and probably serious losses. 
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II. The Provincial Question 

I N the last number of The Round Table* reference was 
made to the re-emergence of the provincial issue. It 
will be remembered that the financial difficulties of the 
provinces have made it necessary that the problem should 
be dealt with in some at least of its aspects, and that the 
Government extended to the Opposition (South African 
party) an invitation to an all-party conference for the formu- 
lation of an agreed policy, an invitation which General 
Smuts was unwilling to accept, if abolition was to figure on 
the agenda. It will also be remembered that in the past the 
Nationalist party has been the champion of provincial rights, 
that the South African party in Natal is almost solid in 
its eagerness to maintain its distinctiveness in the South 
African partnership, and therefore desires an extension 
rather than a restriction of the powers of the provincial 
councils, and that the supporters of the abolition movfe- 
ment have in the past come from the predominantly South 
African party urban centres in the other three provinces. 

It has been clear for some time that those Ministers who 
have been brought most into contact with questions of 
Union-provincial relations have been veering towards 
abolition. The weaknesses of the system have come home 
to them in a manner which was not possible when they were 
in opposition. Administrative overlapping and confusion as 
between Union and provincial functions, the irritation 
caused by double taxation, the deadlocks resulting from a 
constitutional position in which executives are elected under 
proportional representation and not responsible to the 
councils that elect them — ^these things have created and 
strengthened in their minds a conviction of the inevitability 
of radical changes. They have come to regard the provincial 
•No. 84, September 1931, pp. 909-91 1. 
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sfBtem as a concession to weakness, an excrescence on tlie 
rounded smoothness of the constitution which must be 
pared awa^. 

But having come to this conclusion. Ministers were faced 
with a threefold difficulty. First there is the attitude of 
Natal — historically never quite in the main current of 
South African life — conscious of being the distinctively 
British province, suspicious of many of the manifestations 
of nationalism, possessed of all the determination of a self- 
conscious minority to resist anything that might lead to its 
being swamped and overwhelmed. Now that is an attitude 
of which political wisdom must needs take account. Natal 
was a party to the compact of twenty-one years ago which 
is embodied in the Act of Union. It was, indeed, the oidy 
one of the contracting parties that insisted on the holding 
of a referendum before it accepted that compact. That 
compact is, of course, not buttressed in South Africa, as is 
the case with similar compacts in other lands, with the 
ramparts of a rigid constitution. The Act of Union 
possesses a high degree of flexibility, imposing but few 
restrictions on Parliament’s freedom in the matter of con- 
stitutional change. In other words, the compact was one, 
not of strict law, but of good faith. But even so the con- 
stitution does mark the fact that the provincial system was 
regarded as one of the important parts of the compact — 
for it is one of those features a proposed change in which 
must be reserved for the King’s assent. Now that of course, 
in 1910, meant that the Government in Great Britain, which 
would then have had to advise the King on such a matter, 
had the last word, that it could in effect be appealed to on 
the ground that the proposal was a violation of the compact 
and of good faith. To-day that is no longer so — the Govern- 
ment of Great Britain cannot advise the King in a matter 
affecting South Africa alone — ^reservation survives as a mere 
form. It is for South Africa herself to decide whether or 
not the compact of good faith has been broken. Her 
privileges have grown since 1910. But that very fact 
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conaotes the growth also of her respemsibilitf. The oter- 
liding by Parliament of the strongly expressed sentiments 
pf one of the provinces — one of the partners to the compact 
— in an issue such as the provincial issue, is fraught with 
more, not with less, difficulty than it was twenty years 
ago. 

Second among the difficulties in dealing with the pro- 
vincial problem is the question of what is to come in the 
place of the councils if and when they are abolished. For, 
let it not be forgotten, the councils were “contrived a 
double debt to pay.” They were a concession to the 
minority sentiment which favoured federalism twenty-one 
years ago — but they were also conceived as organs of local 
government. For in the whole of South Africa outside 
the Gipe Province there were in 1910 — ^and are still — ^no 
organs of local government except in the towns. Municipal 
government is in a relatively advanced stage in South 
Africa, but in the Transvaal, the Free State, and Natal there 
are no local government bodies in the purely rural areas — 
the hostility of the agricultural community to anything in 
the nature of local taxation, especially to a rate or a tax on 
land, has hitherto proved an insuperable obstacle. And 
since the central government of a country as large as South 
Africa could not deal with all the petty local affairs of the 
whole of its rural areas, the provincial councils and adminis- 
trations were created to relieve it of that burden. As for 
their financial resources, these, apart from subsidies voted 
by Parliament, have come from taxation which has been 
borne chiefly by the towns. It is still only in the Cape 
Province that there is anything in the nature of a property 
tax outside the urban areas. Here, then, one of the difficul- 
ties in the way of abolition presents itself. After abolition 
— ^what next ? A new and more extensive system of local 
government, or the concentration of the present provincial 
functions in the hands of the central government f The 
latter would mean a deplorable strengthening of the tend- 
dency towards bureaucratisation at which already South 
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has good reason to be alarmed ; the former, as somt 
as its impUcations are realised, is bound to evoke much 
oj^iosition in the rural areas. 

And that brings us to the third of the Government’s diffi- 
culties — ^the party considerations involved. The Nationalist 
party is predominantly a country party, and as such its 
supporters have not been unduly conscious in the past of the 
burdens of the provincial system. As a party it defended 
that system in the days when the Smuts Government 
showed a tendency to impair provincial rights. How then 
was the Government to secure its support for a policy of 
abolition, especially when the inevitable realisation came 
that such a policy was likely to mean the imposition of new 
taxation burdens on a farming community already hard 
put to it ? 

In the light of the above analysis of the difficulties, it 
will be obvious why the Government sought to remove the 
issue from the party arena. But having failed in that effort 
as a result of General Smuts’s refusal of its invitation, it 
did not let the matter rest. It announced at the end of the 
session that the question would be dealt with during the 
recess. A month or two after Parliament rose it was 
bruited abroad that a policy had been decided upon. 
Ministers made cryptic references to their intentions ; the 
usual crop of rumours circulated ; gradually the stage was 
set for a declaration of policy, to be made by the Prime 
Minister himself at the annual Congress of the Transvaal 
section of the Nationalist party. 

That declaration has to some extent cleared the air. It 
was, however, marked by hesitancy and a lack of precision. 
General Hertzog commenced by announcing that the 
Government had come to the condusion “ that the national 
interests demand that such changes be introduced as will 
centralise all necessary financial control under the Union 
C^vernment.” This, he went on to say, would entail the 
ffisappearance of the present provindal system, but he 
indicated “ that provision should be made for an adequate 
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SfStem of dentation of administratire fonctioQS in regard 
to certain local matters/’ As for Natal, the Government 
•was prepared to take account of its strong local sentiment, 
and to give it the option of retaining the pro'viacial system. 
The Prime Minister, however, gave no information about the 
financial conditions on which Natal might retain its pro- 
vincial council — obviously a point of great importance — 
or about the nature of the proposed system of devolution 
of administration. He did, however, state that the 
Government did not intend to introduce legislation in the 
life of the present Parliament. The matter would be left 
for the country to consider, and no constitutional change 
would be made until after the next election. 

Since the Prime Minister’s speech the matter has been 
dealt with in rather more detail by the Minister of the 
Interior (Dr. D. F. Malan), with whom the legislative 
responsibility for such matters lies. Dr. Malan’s speech 
marks an advance in two respects. In the first place, he 
announced the Government’s intention to appoint a com- 
mission of inquiry to frame a detailed scheme for an alter- 
native system of local government ; in the second place, he 
quite definitely rejected the possibility of the complete 
centralisation of provincial functions. “ The Govern- 
ment,” he said, “ will not countenance the further cen- 
tralisation of administrative functions.” And he went on 
to declare that “ local bodies, locally elected, and with a 
large measure of local responsibility, are the bulwark of a 
nation’s independent character.” Moreover, he recorded 
what he described as personal convictions, which implied 
int^r alia the extension of the Cape system of rural self- 
government to the other three provinces, together with the 
imposition of local financial burdens on the rural com- 
munities in those provinces which do not carry them to-day. 
Thus far have the Government pronouncements hitherto 
made taken us. It is clear that they have revealed, 
rather than solved, the difficulties. The suggested option 
to Natal, though it has drawn the fangs of the opposition 
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from that qiMiter, seems a dubious eipedient.. It would 
have the effect of perpetuating Natal’s distinctiveness, of 
separating it more than ever from the main stream of the 
Union’s Ufe, of recognising it almost as a South African 
Ulster. There is much, it would seem, to be said for post- 
poning a final settlement of the provincial problem until 
Natal is ready to be treated just like the rest of the Union, 
Moreover, while Natal’s opposition has been bought off, the 
Government’s own supporters have been even more 
difficult to deal with than was anticipated. Both the 
Transvaal and the Cape Nationalist Congresses refused to 
pass resolutions approving of the abolition policy, and 
adopted dilatory motions instead. The almost exclusively 
Nationalist Free State provincial council has taken up a 
severely critical attitude. The Nationalist party is very 
far from being united to-day in support of the new policy. 
And with the realisation of the significance of Dr. Malan’s 
remarks as to the system of local government which should 
replace the councils, opposition seems likely to harden. 
Of the general soundness of his views there can be no 
doubt. The absence of local government bodies in the 
rural areas with a reasonable measure of financial responsi- 
bility is to-day the chief weakness in the Union’s adminis- 
trative fabric. But with primary products at present 
prices the time hardly seems opportune for a move in that 
direction — ^and it may even be that the precipitation of tfie 
issue at the present juncture will retard rather than 
accelerate what is otherwise a very necessary development 
in South Africa. 

It is as well, therefore, that the Government is prepared 
to hasten slowly. A commission of inquiry is to be 
appointed, and legislation is not to be introduced until after 
the next election, which in the ordinary course will not take 
place before the middle of 1934. Many things may happen 
between now and then. 
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III. The Problem of the Low Grade Mine 

A S the question of the gold supply of the world is at 
present one of importance, it may be useful to look at 
an aspect of the production of gold which is at present 
attracting public attention in the Union — that is, the prob- 
lem of the low grade mine. Expressed in other words, the 
question is whether, and if so how, the present costs of 
production can be so far reduced as to enable large areas 
of gold bearing rock, the gold content of which is not suffi- 
cient to admit of mining on the existing basis of costs, to 
be brought within the limit of payability. 

A Grovernment commission is at present sitting to 
consider this question. It is not the first time that such 
a commission has sat, and, unless the report of the present 
commission leads to more practical results than has been 
the case in the past, it is not likely to be the last. The 
object of this article is not to attempt to anticipate any 
conclusions to which the commission may be led, but to 
call attention to certain facts bearing on the present costs 
of production as disclosed in the very full and carefully 
prepared statements laid before the commission by the 
Transvaal Chamber of Mines. 

Public opinion in the Union has been slowly but surely 
undergoing a change of outlook in regard to the gold 
mining industry of the Transvaal and its place in the 
national economy. The traditional attitude of govern- 
ments and the public towards the gold mines, outside the 
circles of these more intimately associated with the industry 
itself, has been to regard these deposits as a sort of wind- 
fall, a buried treasure of uncertain dimensions, which was 
being exploited and appropriated largely by foreign capi- 
talists, and of which accordingly it was the business of the 
State and the public generally to get as large a share as 
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paMiUie vdiile it lasted. As the years went on, however, 
tibe forecasts of an early exhaustion of the gold bearing 
deposits have one by one been falsified. The output has 
gradually risen to its present figure of over £^S millions 
(calculated on the present gold content of the sovereign), 
and round it and depending on it the State expenditme, 
and the commercial and industrial system of the country, 
has grown to its present dimensions. The question which 
is now being forced upon public attention, therefore, is 
not to what extent the industry can be held to ransom, 
so to speak, by the tax collector or the private individual, 
but rather what can be done to preserve the industry as 
a vital part of our national economy for the longest possible 
time with the maximum output of gold. 

It is recognised, at any rate in theory, that the life of 
the industry is in the nature of things limited. From time 
to time estimates have been made of the probable rate of 
decline of the output of the mines, but the period which 
they have set to the maximum activity and the life of the 
industry has so often been exceeded by the actual facts 
of production, that the public in general ceased to attach 
any importance to them. Lately, however, the fact that 
certain of the older mines have actually closed down, and 
that others, including some of the largest, have been un- 
able for some time to show a profit on working, has given 
rise to a certain amount of anxiety on this point. The latest 
official estimate predicts that in 1940 the value of our gold 
production will have fallen from its present figure of 
millions to £2^^ millions and by 1949 millions. 

A decline in the gold output on this scale would involve 
a diminution in the consuming capacity of the country 
which no one likes at present to contemplate, and for which 
no one at the moment can see any compensating factor. 
The salaries and wages bill of the Witwatersrand gold mines 
for 1930 amounted to ^^15 millions, while their purchases 
of stores and so on totalled over millions, of which 
over fyi millions were of South African produce or manu- 
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factores. For the bnsiness and indastiy of a small com- 
immitf such as ours the importance of figures is 
obvious. 

It is well known that there are very extensive areas of 
mineralised rock on the Witwatersrand which are not capable 
of yielding a profit on the basis of present costs, and much 
of which, if they cannot be worked in the near future, will, 
in all probability, never be worked at all, if existing mines 
through which they could be worked are abandoned, and 
the shafts and underground workings fall into disrepair. 
The estimate of future production, which has been already 
cited, was made by the Government Mining Engineer 
early in last year, and in connection with it he stated 
that it had been estimated that, if costs could be reduced 
by 28. per ton of ore milled, there would be no appreciable 
diminution of output for the next eight or ten years. If 
we take that in conjunction with his own estimate of a 
probable reduction on existing conditions between 1930 
and 1940 of millions, the importance and urgency of 
the question will be appreciated. 

The main directions in which the Chamber of Mines 
look in the evidence placed by them before the commission 
for a reduction in costs are the following : — 

1. A reduction in the wages of European workers based 
on the reduced cost of living since they were last fixed. 

2. A revision of the Mining Regulations which would 
permit certain classes of work on which the mines are now 
compelled to employ highly paid European labour to be 
done, with (as they contend) equal efficiency and safety, by 
lower paid classes of labour. 

3. Reduction of certain forms of taxation and of railway 
rates which, they maintain, are at present unfairly differen- 
tiated against the mining industry. 

4. A reduction of the burden which the industry is at 
present carrying in the matter of compensation to the 
sufferers from miners’ phthisis. 

On the question of wages the Chamber has suggested a 
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reduction of 5 per cent. The workers concerned hare so 
far shown no sign of accepting such a reduction, and it is 
very doubtful if the companies would be in a position to 
enforce it, or would be supported by public opinion in any 
attempt to do so. 

The complaint against the regulations is that they 
necessitate the employment of numbers of European 
workers underground who are unnecessary for the purposes 
of safety and health. What is aimed at is, no doubt, a 
relaxation of what is known as the “ colour bar ” regula- 
tions, which compel the employment of Europeans in 
certain classes of work where, if economical and efficient 
working were the only considerations, labour of a less 
highly paid type would be used. Here again it is more 
than doubtful if a demand for revised regulations would 
be supported by public opinion. It was the fear that the 
mines intended to replace European by coloured labour on 
a large scale that caused the disastrous upheaval in 1922. 
The present time, with unemployment existing on a serious 
scale, would not appear to be propitious for another test 
of public opinion on this question. 

Differential taxation on the gold mining industry is in 
force in the case of income tax, which for mining companies 
is at the rate of 3s. in the pound as against a rate of 
2s. 6d. for other companies. This is, of course, not 
an element in determining production costs, but it is 
complained of as a deterrent from the investment of 
capital in mining enterprises. Other imports which do 
affect costs of production are claim licences and native pass 
fees. The former constitute a form of taxation which has 
some justification in the case of claim-holders who are not 
actively working the ground held by them, but is quite an 
uneconomic form of taxing producing mines, as it is a 
mere addition to the costs of production bearing no relation 
to the results derived. The native pass fees are simply a 
per capita tax on the employment of native labour and have 
no justification except the amount of revenue that they 
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produce. These two imposts together are es^mated to 
iuvolre a burden of about half a million pounds. 

The complaint of the industry in regard to railway rates 
is briefly that the railway administration exacts inordinately 
high rates on the carriage of coal to the mines, and on 
explosives and other supplies required by them, in order 
to recoup itself for unpayable rates on the conveyance of 
other classes of goods — mainly agricultural produce. The 
complaint is one of long standing and is undoubtedly well 
founded. It is estimated that a revision of the railway 
rates on business principles, apart from political and other 
considerations, would lead to a reduction of ;^500,ooo per 
annum in the rates charged on the stores used by the 
Witwatersrand gold mines. 

The most serious individual burden on the industry is 
that involved in the compensation paid to miners suffering 
from miners’ phthisis, and to the widows and dependents 
of miners who have died from that disease. This is borne 
wholly by the industry, and involves at present an annual 
levy of ^800,000 which will probably in the near future 
have to be raised to ;^i,ooo,ooo. There is, in addition, an 
outstanding liability in respect of pensions to miners and 
dependents, the present value of which is calculated at 
about millions. This has to be provided for by the 
companies so that funds may be available for meeting these 
liabilities after the mines in question have ceased to operate. 
The whole of this burden is laid on the industry in accordr 
ance with the ordinary principle of workmen’s compensation 
legislation that an industry should be made responsible for 
compensation for the death or disablement of its workers. 
But the fact that compensation in this case takes the form 
largely of pensions to sufferers and to their widows and 
dependents, and that this form of compensation was made 
retrospective, means that the existing mines are bearing the 
financial burden of the effects of disease incurred by mines 
that have long since ceased to exist. The incidence of the 
disease has undoubtedly been reduced by the elaborate 
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precautions now enforced to secure healthy working con* 
ditions underground, and by the strict medical examination 
now required as a condition of obtaining employment 
umierground. But, taking tins improvement at its best, 
it will be many years before a material reduction of the total 
cost can be looked for. In these circumstances it cannot be 
wondered at that a strong claim is put up by the industry 
that the State should assume a substantial share of the 
burden. 

There is no space in this review to deal with the question 
of the supply of native labour. At present, owing to 
adverse conditions in the native reserves, this is not a 
serious question. But from time to time a shortage in the 
native labour complement causes serious anxiety to the mining 
companies, and they are insistently demanding permission 
to extend their recruiting field to territories north of 
latitude 22 degrees South, from which they are at present 
debarred by law. 

The capacity of the industry to carry the various burdens 
imposed upon it by the policy of past and present govern- 
ments has been obscured in the minds of the public by the 
phenomenal richness of some of the mines worked in the 
early days, by the large fortunes amassed by some of the 
leaders of the industry, and by a general illusion of wealth 
which the production of gold on a large scale appears to 
create. To-day, fortunately, a saner view is possible, 
both of the importance of the industry as a part of the 
national economy, and of the effect of heaping unreasonable 
exactions upon it. The idea that these exactions only 
affected the pockets of a few mine magnates and oversea 
shareholders has largely given place to a more accurate 
appreciation of the advantage, indeed the necessity, of 
prolonging the life of the industry. It has been said with 
truth that the whole industry is a low grade proposition. 
The average gold content of the ore at present worked is 
not more than about 6 i- pennyweight per ton. Only the 
most scientific organisation, and the employment of the 
206 



The Prbblcm of the Low Grade Mine 

nadve for unskilled work, enable such ore to be worked at 
all. To relieve the industr7 some of the unreasonable 
burdens which have been thrown upon it in the past, 
80 as to bring within its scope extensive areas of at present 
unpayable rock, and to postpone to as distant a date as 
possible the inevitable period of its decline, has become one 
of the pressing problems of South African statesmanship. 

South Africa. 

October 2i, 1931. 



NEW ZEALAND 


1 . Unemployment 

V ALUABLE work was accomplished hy Parliament 
during its emergency session in March and April, 
but this did not relieve it of the necessity of meeting again 
at the usual time for the second regular session. Un- 
employment, finance and the trade depression were the 
main burden of Lord Bledisloe’s short opening speech on 
June 25, and a week had barely elapsed before the debate 
on the Address in Reply had to be interrupted to permit of 
the introduction of an Unemployment Amendment Bill as 
an urgency measure. When the principal Act was passed 
in September 1930, the number of registered unemployed 
was 6,099,* the Unemployment Board which came into 
existence on November 20, 1930, had been spending money 
at the rate of about ,^24,000 a week, and by the end of last 
July there was an estimated deficit of about ^200,000. 
More liberal provision was, in consequence, needed to 
meet an increased and steadily increasing demand. -The 
1930 Act had imposed a tax of 30s. a year upon every male 
of 20 and upwards, and, in addition, a subsidy from the 
Consolidated Fund equal to one half of the expenditure 
was to be paid into the Unemployment Fund. Under the 
new arrangement this flat rate will be reduced to 20s., but 
there will be a charge on salaries, wages and other income, 
of 3d. in the £, to operate as an emergency tax for one 
year only, and, though women will continue to be immune 
from permanent taxation under the principal Act, they 

• For full particulars of the Act see The Round Table, No. 8i, Decem- 
ber 1930, p. 219. 

208 



Unemployment 

will not, except in certain cases, be exempt under the 
amending Act. It is estimated that the revenue accruing 
to the Board from these sources for the year ending next 
July will, taking into account the £ for J[^ subsidy, amount 
to j^2, 185,000, which is nearly double the income 
(^1,200,000) previously provided. The increase shows the 
urgent nature of the problem involved. Nor was there 
any serious opposition to the new measure. The Evening 
Post, on July 3, took the same line as ‘The Times had taken 
in its comments on the proposals made by the General 
Gsuncil of the Trades Union Congress to the Unemploy- 
ment Insurance Commission on May 4. 

Contributors are (it said) to be brought in irrespective of their 
rish of unemployment and, broadly speaking, made to contribute 
in inverse proportion to that risk. There is to be no relation what- 
ever between the contribution and the benefit of the individual. 

Yet, even the Evening Post did not withhold its support. 
It recognised that something had to be done, and done at 
once, and that the Bill was “ the only Bill that could have 
been introduced ” in the circumstances. It was, it admitted, 
necessary, in spite of its defects on the score of equity, to 
prevent the gravest hardship. 

It must, however, be recognised that our unemployment 
scheme is not really an insurance scheme at all, and although 
considerable liberties were taken by the legislature with 
the excellent report of the Unemployment Committee,* 
this distinction was not lost sight of. On his return from 
the Imperial Conference the Prime Minister declared himself 
more strongly opposed than ever to the “ dole,” and the 
Commissionei, in his memorandum on the work of the 
Unemployment Board, emphasised “ certain fundamental 
principles,” in the following passage : 

The Unemployment Fund (he reminded us) is made up by taxa- 
tion levied over the whole of the community vdth certain few 

• See The Round Table, No. 79, June 1930, pp. 667-8 and No. 81, 
December 1930, pp. 219-zi. 
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CBcn^tioni. It ia not an insurance fund in the sense that th«re is 
a written contract specifying a premium and benefit. Beyond the 
fact that the funds must be used for the purpose specified, i.e., the 
prorision of employment in various ways, no one is as of right entitled 
to any specific l^efit. It is erected for the relief of the unemployed 
worker — the willing and able to work. It is not for the rdief of 
any other kind of distress, caused by, say, age, infirmity, sickness, 
etc., nor for the relief of the farmer, the business man, nor for any 
other class than the unemployed worker seeking employment. 


In the House of Representatives Labour members com- 
plained that the poor man was still paying too much and the 
rich man too little. But the rich man, in point of fact, 
pays heavily, not only through the emergency levy of 3d. 
in the but also through his graduated contributions to 
the Consolidated Fund which, besides supplying the Un- 
employment Board with half its revenue, pays liberally 
in other ways for unemployment. Relief works are 
moreover provided by the Public Works Department on a 
large scale, and on a smaller one by other departments. 
The figures of government expenditure under all heads 
last year are as follows : 


•Subsidy to Unem- 
ployment Board . . 1 59,247 

Public Works De- 
partment (includ- 
ing main highways) i ,249,446 
State Forest Service 85,000 


Department of Lands 
and Survey . . 21,933 

Subsidies to local 
authorities .. 116,768 

Total .. ..,^1,632,394 


The total expenditure for the last five financial years 
under these heads was as follows, during the calendar years 
which most nearly correspond to them : 



Expenditure 


No. of registered 


£ 


unemployed 

1926-27 

144,240 

1926 

1,196 

1927-28 

482,221 

1927 

. . 1,982 

1928-29 

802,709 

1928 

.. 2,504 

1929-30 

.. 14*5,592 

*929 

.. 3,023 

1930-3* 

•• *,473, *47 

1930 

. . 5,055 


* This particular item was only for the last four months of the year. 
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Duting the current year over ^^2,000,000 may well be spent, 
as the Finance Minister estimates an increase in unemploy- 
ment subsidies alone of ,^1, no, 000. The unemployed at 
the end of the March and June quarters numbered 38,028 
and 45,264 respectively, and the 50,000 mark was passed 
on August 29. The total on September 14 was 51,234, 
which would correspond to about 1,500,000 on the British 
scale. 

In view of the continuous rise in the unemployment 
figures for the last five years, during three of which the 
Reform party was in power, and of the abrupt acceleration 
in the rate of increase during the current year, it seems 
almost incredible — especially as the same thing has been 
going on simultaneously all over the world — that even the 
blindest partisan of the Reform party should still put down 
the cause of the trouble or of any substantial part of it to 
the change from a Reform to a United administration at 
the end of 1928.* 


II. The Budget 

I N introducing his second budget on July 30, Mr. Forbes 
indulged in a characteristic understatement. He 
described the current financial year as “ probably the most 
difficult in the history of this Dominion.” If he had said 
“ by far the most difficult,” few of his countrymen would 
have contradicted him. External trade, upon which the 
prosperity of the country chiefly depends, had for the first 
time — especially during the last few months — felt the full 
force of the world depression, and every source of revenue 
was badly affected. The changes in external trade during 
the last four years are shown by the following figures : 

• The most serious and least excusable of the United party’s disservice 
was the Ward Government’s application in 1929 of the award rate of wages 
(14s. a day) to relief works, in plsM:e of the 98. previously paid to single men, 
and the 12s. 6d. to married men, but the original rates were restored by 
Mr. Forbes last ApriL 
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Year ended 
March 31 

Imports 

Exports 


£ 

£ 

1928 

44,419,000 

54,962,000 

1929 . , 

45,106,000 

57,154,000 

1930 • • 

49,168,000 

49,046,000 

1931 , . 

. 38,301,000 

39,528,000 


Total 

External Trade 

99.381.000 
102,260,000 

98.214.000 

77.829.000 


Exports for 1930-31 were, it will be noted, no less than 
,^9,500,000, or 19 per cent, below those of the previous 
year, and 7,600,000, or 30 per cent, below those of the 
year 1928-29. The explanation given by the Minister of 
Finance was very much the same as last year. 

The decline in the value of exports was (he said) due principally 
to a further sharp fall in prices, the “ all groups ” export prices index 
showing a decline of over 28 per cent, for the year. The falling-off 
in value, however, was not the result of a reduction in the actual 
volume of exports, considerable quantity increases being shown in 
butter, frozen meat, and gold. Wool was the only important item 
showing a reduction in quantity, but this was due not to decreased 
production but to the carry-over of stocks in anticipation of an 
improvement in prices. 

The decline in exports was unprecedented, but the drop in 
imports — ,^10,867,000 — ^was even greater, and the year 
actually closed with a favourable trade balance of ,^1,227,000^ 
In Mr. Forbes’s words. 


The equilibrium in external trade has been largely preserved, 
but the general contraction in the value of this trade has seriously 
affected the public finances, as well as all internal business, either 
directly or indirectly. 

Customs duties, always the largest item of revenue, natur- 
ally accounted for most of the drop. The total revenue 
for the year 1930-3 x amounted to ,(^2 3, 069,000, ,£2,051,000 
below the estimate and ,£2,281,000 below the figure for the 
previous year. Of this deficit customs accounted for 
£924,000, and next to customs came interest on railway 
capital, a shortage “ due to an unprecedented falling-off 
in passenger and goods traffic.” On the other side of 
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the account the Government is entitled to credit for the 
fact that expenditure, ^^24,708,000, was ^^289,000 less 
than the estimate, which itself was ^^203 ,000 less than the 
expenditure for the previous year. But with a revenue 
of only ^^23,069,000, the net result was a deficit of 
^1,639,000. This was, however, a small matter in com- 
parison with what might have been expected in view of the 
steadily accelerating rate of the decline for the last quarter 
of the year and the first quarter of 1931-32. In a detailed 
examination of the principal heads, Mr. Forbes gave 
reasons for supposing that all the revenue items were 
likely to shrink and all the expenditure items to rise. 
The following figures give the result of his calculation : 


Pnspective Shrinkage of Revenue. Prospective Increase in Expenditure. 


Cuatoms 

2,030,000 

Unemployment subsidies. . 

1,100,000 

Land and income tax 

600,000 

Debt services 

350,000 

Stamp and death duties . . 

690,000 

Pensions 

200,000 

Beer duty 

115,000 

Subsidies to local author!- 


Railway interest .. 

930,000 

ties, etc 

125,000 

Interest on Public Debt 


Education 

00,000 

Redemption Fund 

165,000 

General Election . . 

75,000 

Other items (net) . . 

280,000 

Decrease in credits to votes 
Other items (net) 

Less adjustment (equiva- 
lent to under-expenditure 
for 1930-31) 

130.000 

250.000 

2,330,000 

290.000 


4,810,000 


2,040,000 


It was indeed, as the Finance Minister remarked, a 
“ stupendous task,” which faced the Government. With 
a steadily deteriorating market, they had to make provision 
for a prospective deficit equal to approximately 30 per cent, 
of the revenue for the preceding year, in other words, a 
gap of ,^6,850,000 had to be bridged. Of the measures 
taken to bridge it, the most effective and the soundest 
was the 10 per cent, cut in the salaries, allowances and 
wages of the public service, effected during the emergency 
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iMsaiou. A sum of ^^1,390,000 was saved in this mamaer. 
The postponement of war debt payments under the Hoover 
plan, which Great Britain has " with characteristic gener- 
osity ” extended to the Dominions, accounted for ^^870,000. 

Some of the other expedients to which Mr. Forbes was 
compelled to resort were admittedly of a more dubious 
character. 

The state of the public finances during the current financial year 
(he said) is probably more serious than at any time during the past 
fifty years, if not during the whole history of the Dominion. Further, 
the economic position generally is such that it is imperative that 
increases in taxation be kept down to an absolute minimum. 
Under these circumstances the Government considers that this is 
a time when any reserves that can be legitimately drawn upon should 
be used. 

It is, of course, obvious that the word “ legitimately ” 
begs the question, but members, notwithstanding the fact 
that there is no guarantee that the necessity will not be 
even greater next year, were not disposed to be hypercritical. 
And so the process known at Westminster as “ robbing the 
hen roosts,” but which sounds better under Mr. Forbes’s 
more dignified title of “ utilisation of reserve funds ” — 
“ ‘ convey ’ the wise it call ” — ^met with no serious chal- 
lenge. Upwards of a million was obtained in this way — 
,(^550,000 from the Reserve Fund in London and ^(^590, 000 
from the Discharged Soldiers Settlement Depreciation 
Fund. The full “ summary of savings ” was as follows : 


Reductions in salaries and wages . . 1,390,000 

Benefit from suspension of funded debt payments . . 870,000 

Other economies in expendit\ue . , . . . . 595, 000 

Post office surplus and other additional revenue . . 936,000 

Use of reserves 1,140,000 

Subsidies to local authorities, etc., to remain a charge 

on highways account 125,000 


£5,056,000 

But even so ;£i, 794,000 was still needed to balance the 
budget, and to find it it was proposed to raise £730,000 by 
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iacreadng the income tax. There was a lo per cent, inr 
crease in this tax last year, and this was te be increased to 
30 per cent. Further, the general exemption of £^00 was to 
be brought down to £260, and in place of the more liberal 
scale hitherto prevailing, this exemption was to be reduced 
by for every £^ of incomes between £260 and £$60 and 
by £2 for every £^ of incomes between £s6o and ^^800. 
The residue of £i, 060, 000 was to come from customs and 
excise, and the necessary provision was made by a series 
of resolutions passed immediately after the introduction 
of the budget. The most important tariff increases were 
tea 3d. per lb., sugar Id, per lb., imported beer is. per 
gallon, cut and plug tobacco is. 4d. per lb. In the case of 
apparel, hosiery, carpets, etc. preferential and general rates 
were increased by 5 per cent, ad valorem, and in that of 
furs and silk piece goods, 10 per cent, was added to the' 
preferential and general tariff rates. A primage duty of 
3 per cent, was imposed on all goods otherwise free of duty, 
and the excise duties on cut and plug tobacco were increased 
by is. 4d. per lb., and those on beer by 6d. per gallon. 
The amounts expected from the increased duties (excluding 
the beer duty) were summarised by the Finance Minister 
as follows : 


Amount to be collected from duties hitherto in force 6,500,000 
Amount expected from new duties on the under- 
mentioned articles (including surtax) — 

Tea . . . . 92,000 

Sugar . . . . 220,000 

Tobacco . . 180,000 

Silk, imitation silk and artificial silk . . 42,500 

Apparel and hosiery 86,000 

Chinawarc, floor coverings and gramophone 

records . . . . . . 62,000 

Other items . . . . 47,SOO 

Primage duty 180,000 


£7,^10,000 

After making allowances for these increases in taxation 
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aad the above-mentioned economies and adjn8tments> tlK 
revenue for the year will, it was estimated, be as follows : 



L 

Interest receipts — 

c 

Cuttoms 

7,410,000 

Railwa7 capital 

930,000 

Beer duty 

650,000 

Post Office capital . . 

S35.000 

Film-hire tax 

50,000 

Public moneys 

7+5,«» 

Motor vehicle* — Duties 

Public debt Redemp- 


and licences . , 

1,760,000 

tion Fund . . 

820,000 

Stamp and death duties 

3,140,000 

Miscellaneous — 


Land tax 

1,100,000 

Post Office Surplus . . 

1,090,000 

Income tax 

4,230,000 

From Reserves 

1,140,000 


Other 

1,346,000 


The estimated grand totals for the year are as follows : 


Revenue 24,946,000 

Expenditure — 

Permanent appropriations . . 17,679,904 

Annual votes 7,083,877 24,763,781 

which leaves a surplus of ^^182,219 for the purpose of sup- 
plementary estimates and other calls. 

The proposals of the Government at once excited the 
uncompromising hostility of the Labour party. The 
leaders of the Reform party, however, felt that the issues 
were far too complicated to permit of any off-hand deter- 
mination of their attitude, and the Reform press was, as 
a whole, remarkably free from captiousness. Mr. Holland 
opened the attack on behalf of the Labour party with 
the declaration that customs are the most unscientific 
kind of taxation if you want revenue, that taxing articles 
like tea, sugar, linoleum and gramophone records meant 
putting the burden on the shoulders least able to bear it, 
and that the Government, which had promised to do its 
best to bring down the cost of living, was doing exactly 
the opposite. “ An attack on the breakfast-table of the 
people ” was, said another Labour member, the most 
remarkable feature of the budget. (The additional amounts 
to be raised by direct and by indirect taxation respectively 
are ^780,000 and £ 1 , 000 , 000 .) Mr. Forbes’s reply was 
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that the Government considered the method he proposed 
the fairest way of raising the money. It had, he continued, 
been said, 

that the cost of living would be raised, but it had already fallen 
considerably since July 1914 — and the full effect of the 10 per cent, 
cut had not yet been felt. The new duties on sugar would make a 
difference of -048 pence only. . . . The Government had not set 
out on a protective policy, but to obtain additional revenue. 

In so far as the press is concerned the eulogy of the 
Christchurch dirties, a United organ, and the unqualified 
detraction of the New Zealand Herald, a Reform paper, may 
be taken as representing the two extremes, but any lack 
of generosity in Reform journalism was fully redeemed 
by the Christchurch Press, which, though a thorough 
partisan of Reform, prefaced a by no means uncritical 
article with the following personal tribute ; 

It is due to the Prime Minister that the first thing said about the 
budget should be that it shows considerable courage. As he defined 
it, his problem was to cover a prospective shortage of almost 
j£7,ooo,ooo ; and he chose to do it in a single effort. He might have 
budgeted for a deficit. It is possible now to argue that this would 
have been the wiser course, and events may prove it with a very 
bitter logic ; but the Prime Minister’s choice has at least these 
great merits. It will undoubtedly support the Dominion’s credit 
and reputation at home, where both are worth money and a great 
deal more than money. It shows that the Government, having 
accepted relief to the extent of ^870,000 from British taxpayers, is 
not going to be indulgent to its own. And third, there is the very 
strong point that in budgeting determinedly for a balance the 
Government spares no section ; while budgeting for a deficit would 
have provoked one section or another, or all sections, to complain 
of insufl[icient relief. 

The wide-spread admiration which Mr. Forbes’s courage 
and candour evoked also finds expression in an article 
entitled “ a needs-must budget ” in an Independent 
journal, the Evening Post. 

A budget which adds 20 per cent, to income taxation and over 
a million sterling to customs and excise duties is a fair target for 
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(^^xnitioa criticism. But at least this praise must be given to the 
Prime Minister ; he has set himself a goal and has gone forward to 
it with unflinching determination. On the eve of an ekaion he 
has resisted all temptation to temporise. He has given his oppo- 
nents ample ammunition to use against him. In the budget there 
is not one promise of favours to come ; only the prophecy that if 
the people will face their difficulties with enterprise, thnft, and 
honest work they will soon reach a road leading to greater happiness 
and prosperity. This does not seem much to set against an addi- 
tional ,^1,800,000 of taxation, and against the economy measures 
which may yet make greater inroads upon those government services 
which the people have become accustomed to expect. But can any 
other party honestly promise more ? 


III. Coalition at Last 

T he movement for the amalgamation of the United 
and Reform parties has already been described in 
these pages.* Three months ago it seemed to have reached 
a deadlock. Mr. Forbes, thanks to the loyal help of the 
Reform party, had, in spite of bitter opposition, just 
come through the emergency session with a fine legislative 
record and great personal credit, and he publicly extended 
to the Reform party and “ others who have the interests 
of the Dominion at heart ” an invitation to combiife in 
order to form a national party to govern the country. On 
May 6 this invitation was peremptorily rejected by Mr. 
Coates. He proposed, however, that a small 'committee 
of his party should confer with Ministers before the intro- 
duction of new legislation. Three months later the 
matter appeared to have been carried no further. There 
was certainly no sign in the Reform organisation of dis- 
agreement with the attitude of their leader. A con- 
siderable body of independent opinion, however, which is 
not usually unsympathetic to the “ Reform ” cause, 
expressed its strong disapproval, and weighty memorials 
were sent Mr. Coates by business men, especially from 
Auckland and Wellington, urging him to reconsider his 
• See The Round Table, No. 84, September 1931, p. 928. 
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dttdston. His reply to a memorial from W^ingticm was 
puljtlished on August i8. The following e^racts give its 
substance : 

I find (wrote Mr. Coates) that the Reform party still holds the 
opinion that coalition, under existing political conditions, with the 
United party, either for general political objects or the formation 
of a Government, would not result in real union or promote stable 
government, and would not be of advantage to the coun'try, which 
should be and is our first consideration. Parliamentary history 
provides precedents of similar combinations of political parties, but 
all have proved to be transitory and without stability or permanence. 
. . . After careful examination of the position, we feel that there 
is no practicable adjustment of the parties at present in the House 
which could give the strong government we and you equally desire. 
This object can be achieved only by the electors themselves at the 
next election. 

Mr. Coates did not explain what would happen if the 
old irrational three-party fight should continue and the 
result again be an inconclusive verdict on the part of 
the electors. Nor did he seem to realise the suspicion 
which he had brought upon his pirty by his decision. 
Nowhere indeed was this put more clearly than in the 
PresSf itself one of the staunchest of Reform organs. 

It is absolutely imperative at present (wrote the Press on July lo, 
referring to Mr. Coates’s vehement repudiation of the suggestion 
that he had been consulted about the Unemployment Bill) that 
those who approve the sacrifice should say so, and it would be a 
calamity if the impression were created that the Reform party is 
less eager to say so than it ought to be. Mr. Coates will have to 
be very careful if he is to prevent this Impression from deepening. 
The Reform party Is committed to co-operation so far as that can 
be given without violence to its principles, and while there can be 
no doubt of its help during what remains of this session, it must 
not allow anyone to say, or anyone to feel, that its real concern is 
with what follows the session. 

Mr. Coates is in a more difficult position than the leader of any 
party has occupied within the memory of those still in New Zealand 
politics. The fusion offer, whether this was simplicity or craft, 
contained nothing when it was carefully examined but a suggestion 
that one leader should hold the other’s hand while both took a leap 
in the dark But very few people examined it carefully, or have 
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eumined it )net. . . . The danger {at the election) is not that a 
majority of the people want a Socialist Government. It is that thorn 
who do not want socialism may not have a clear opportunity of saying 
so. The danger that particularly threatens the Reform party is the 
fact that, if it is not very carcfid, it will find itself in a position in 
which it appears to be risking the fate of the community in a gamble . 
for victory and power. 

There is no reason (the writer went on to say) why Mr. Coates 
should not propose some common meeting ground, or at least 
indicate more plainly that he is willing to join in the search for one. 

If he had done it sooner one might have supposed that 
Mr. Coates had this wise advice in view when, on August zi, 
he sprang a pleasant surprise on the country by moving the 
following resolution : 

That, in the opinion of this House, the serious economic and 
financial position of this Dominion necessitates urgent and im- 
mediate action to cope with the fall in national income, as revealed 
by the latest figures, and the consequences arising therefrom ; 
that, with this object in view, it be a recommendation to the Govern- 
ment that representatives of the political parties should be called 
together in order to decide what remedial steps should be taken to 
adjust the national expenditure and to provide for equality of 
sacrifice and a proper distribution of the burdens ; that in arriving 
at its conclusions this committee should obtain the best expert 
advice and assistance from financiers and others ; that in order to 
enable such inquiry to be carried out Parliament should be adjourned 
for a short period and further consideration be given to the position 
when the committee reports to the House or the Government. 

In ordinary circumstances such a resolution would, of 
course, have raised a question of no-confidence, but on 
this occasion it took the very line that the Prime Minister 
himself had suggested. Mr. Coates, moreover, explained 
that he had consulted the Prime Minister and the Leader 
of the Labour party before moving it. The main points 
in his speech were as follows ; * 

The Reform party had had (he said) many conferences during 
the last fortnight before reaching a decision. There were two 
courses open to the party— one to go to an immediate election and 
* See Tit Evening Post of August 21. 
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the otfan to sii^e at die dedsicMi he had iodioited; It was felt 
thi^ It woulil oocupf two moatht at least to go tor an dectioa, and 
the Reform party J^d decided that the time had arrired for aH 
‘ parties in the House to come tc^;ether in an endeavour to meet the 
pbsiticm.' Therefore the suggestion that representatives from each 
party should meet in conference and with assistance of outside 
experts dravt up a plan appeared to be the best coarse. . . . Chie 
of the reasons idiy the Reform party was so concerned i^as that it 
had been receiving SOS signals from farmers and others whose 
position was desperate. . . . They would be ludcy if they were 
able to maintain the present prices. 

He did not mea*; ar.-thinir in the natv.re of pessimism, but just 
TO iudicaie tI.st ;ite p.triio i:*. rite llou-r with advantage be 

called together to consider the whole position. There were those 
who said that New Zealand was in a better condition than Australia, 
and that was no doubt so, but there was a danger that the Dominion 
would drift into the position Australia was in. There had been 
a tremendous drop in imports, and even with the increased customs 
tariff it was doubtful whether it would reach the estimate. That 
factor must increase the difficulty of balancing the budget. The 
income tax estimates tor the year appeared to be optimistic. The 
railway accounts showed a severe and alarming falling off. Then, 
members had to consider the strong probability of a difficult situation 
next year. . . . The Prime Minister had discussed the position 
with him, and also the Leader of the Labour party, and he was 
indebted to both Mr. Forbes and Mr. Holland for placing the matter 
before the House. 


Mr. Forbes, on belialf of the Government, welcomed and 
seconded Mr. Coates’s motion. 


He could not (he said) but agree with the conclusion which had 
been arrived at hy the Leader of the Opposition. He had felt for a 
long time that the financial position of the country could not be 
dealt with by a minority Government. First and foremost there 
was the question of the farmers’ finances, and as the whole country’s 
welfare depended on that industry, they must realise that everything 
hung on the welfare of the primary producer. That was a problem 
whi^ loomed up very large. There was no doubt that the farmers’ 
difficulties were multiplying and that they would go on multiplying, 
and that the House would have to give serious consideration to that 
problem. The Government’s budget was a straight-forward and 
honest budget, but there was a serious weakness — the use of the 
reserves. When that happened it was necessary that they should 
have some plan for the future. 

He looked upon the committee as a very valuable contribation 
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W be dooe to meet tike tttiutton. The «aee|jni» if « , 

jplMilK tihe-fotitn mi vcij presuag. He thooglit tint 

mote d^nite mestniei ihookl be taken than had akeuljr fae^a 
adbpted to meet the position. . He welcomed the foDest iniwttwn- 
doB of the. finances — pubfic, local bodp, and privam^by an inoer 
pwdent committee, and if it bron^t down reconamauktions the 
noase would have to consider them verjr serionslj. He Mggested 
that the committee should consist of duree members from the 
Government, three from the Opposition, three from the Labour 
party, and one from the Independents. . . . One of the matters 
that the committee would have to look into would be the means of 
putting the measure through Parliament. The committee would 
also have to take into account the postponement of the elections. 
Labour voices : “ Oh ! ” Mr. Forbes said all questions facing the 
country, including the postponement of the elections, would come 
before the committee. 

Mr. Holland announced that the Labour party would 
readily assent to the motion except that he did not agree 
to the proposal to adjourn the House. He also took 
strong exception to the Prime Minister’s suggestion that 
the general election, which is due in November or Decem- 
ber, should be postponed. 

He hoped that no section of the House would give a thought to 
the postponement of the elections. There could be no more grave 
breach of confidence of the people, and the Labour party would 
vigorously oppose any such move. Nothing would do more to 
spread discontent amongst the people. 

Mr. Coates was wiUing to meet Mr. Holland’s objection 
to the adjournment, but he dashed any hopes that some- 
thing better than inter-party consultation was in his 
mind. 

His motion, he insisted, had not the intention of a national 
government ; a national government to him meant nothing. The 
job was what position had we got into and what was the plan 
necessary to remedy the situation. 

After the Teference to the adjournment of the House had 
been deleted the motion was carried without opposition, 
and the following committee of ten appointed : for the 
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Gwttwakeut (United pertf), Mr. Forbett, fi;«asoai. 
Sir ^^drana Ngata ; for tbe Oppouticni (Reform part^)* 
Mr, Coates, Mr. Dowme Stewart, and Mr. Jones ; for 
Labour party, Mr. Holland, Mr. McCombs, and Mr. 
Sbvage ; Independent, Mr. Wilkinson. ^ The Committee 
held its first meeting on August 2 $ and spei^t about a 
fortnight in taking the evidence of bankers, financiers, 
economists, farmers, merchants and others. It then 
decided to devote the week ending September l6 to the 
preparation of its report. 

Nobody was surprised at the failure of the parties to 
find common ground which Labour could also share, but 
few were prepared for the agreement between the two 
principal parties which the Prime Minister announced on 
September i8. 

I desire to inform the House (he said) that the information pvcn 
to the Special Economic Committee, which has been sitting for the 
past few weeks, has disclosed the necessity for immediate action being 
taken in regard to the finances of the Dominion. I am therefore 
pleased to announce that, as a result of conferences between repre- 
sentatives of the Opposition and the Government parties in the 
House, it has now been agreed to form a Coalition Government 
from the two parties. It is not possible for me to make a fuller 
statement at tUs stage, but I hope to be in a position to inform 
the House of the details and final arrangements on Tuesday next. 

On a motion for adjournment Mr. Holland and other 
members of the Labour party expressed a good deal of 
indignation at the Prime Minister’s announcement, mainly 
on the grounds that the Committee, as its name proved, 
had been appointed “ to deal not with political consider- 
ations but the economic conditions of the country ; ’* that 
the deliberations of the Committee had been broken oflF 
by a purely political arrangement ; and that the intended 
postponement of the elections would amount to “ a tem- 
porary political dictatorship ” which would provide “ all 
the elements for insurrectional movements.” But the 
chief interest of the debate turned on Mr. Coates’s attitude, 
for he had the key of the position the whole time in his 
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own iuuidf he had now put it to a use .which he himaelf 
had apparehtty regarded as out of the question onlf four 
wedcs before when he moved his motion. The crucial 
passages inlhis statement were as follows : 

I at Leader of the Reform putty am opposed and have been 
opposed to anj^ng in the form of fusion, or shall I szy coalition. 
M7 statements to the country were clear, and I was sincere in 
those statements. But the nature of the evidence placed before 
the Committee was enough for any man to be concerned about the 
immediate welfare of this country unless the problems were tackled 
immediately. Those problems must be tackled with determination 
and absolute fairness to every citizen of the country, and on a 
policy or programme calculated at least to bring about stability, 
confidence and, I hope, rehabilitation to the country. While we 
are discussing elections, while we are discussing this policy and 
that policy, we are not getting anywhere, and it is only from a very 
strong sense of public duty that I have asked my supporters and 
candidates — and they are behind me to a man — to carry through a 
programme of legislation the nature of which has been discussed 
with members of my party and with the Prime Minister and his 
group, and there is general agreement as to the necessity for action 
being taken without any further delay. If we fail to take that action 
we shall be neglecting our duty to the people of this country. . . . 
It must be remembered that this arrangement which has been made 
is a combination which does not destroy either party. Since it 
cannot be a national arrangement it is a coalition for the purpose of 
passing legislation that both parties deem essential and necessary 
in the interests of the country. 

Mr. Forbes will, it is announced, still be Prime Minister ; 
and Mr. Coates Leader of the House. The number 
of Ministers will be reduced from 14 to 10. It is, how- 
ever, already obvious that an effort will be made by Reform 
die-hards to minimise the benefit of coalition by preventing 
the postponement of the general election, and thus limiting 
the term of the new Government to about two months.* 
*On September 22, the day after this article left New Zealand, the 
Forbes-Coates Govemmeat was sworn in, with Mr. Forbes as Prime 
Minister and a Cabinet of ten. Mr. Forbes explained that it was necessary 
to have a strong Government to take immediate steps towards finandal 
rehabilitation. The postponement of the election was a matter for the new 
Government to decide. Parliament would adjourn till October 2, and the 
Government would announce its full policy on October 6 . Some of the 
proposed measures, Mr. Forbes added, could not wait for a general election. 
On October 2J Mr. Forbes announced that it had been decided not to 
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IV. The Statute of Westminster 
“ TVTO carping criticism *’ were the words used Mr. 

Coates in describing New Zealand’s attitude towards 
Great Britain on the eve of the 1926 Imperial Conference. 
In exactly the same spirit Mr. Forbes, though an opponent 
of Mr. C^tes in local politics, declared that Zealand 
had “ no complaints and no demands ” to bring before 
last year’s Conference, 

I wish (he said in the House of Representatives on August 17, 
1930) to make it plain at the outset that the present Government 
share in no less measure than previous Governments the traditional 
attitude of New Zealand towards the United Kingdom. We value 
very highly our continued association with the Mother Country, 
and it is our wish to maintain this association as close and as intimate 
as possible both politically and economically. . . . We have not in 
any way been embarrassed by the terms of our association with 
His Majesty’s Government in the United Kingdom, nor have wc 
been restricted in the control of our affairs. 

It is not disputed that Mr. Forbes, New Zealand’s repre- 
sentative at the 1930 Conference, was true to the spirit 
of this declaration, and faithfully maintained the tradition 
established by all his predecessors, regardless of party. 
The only complaint against him is that he gave an exag- 
gerated idea of the importance which New Zealand attaches 
to Imperial preference, and that he interfered at times in 
a controversy which is a burning issue in British domestic 
politics, in a manner which no British Minister would 
dream for a moment of imitating where a Dominion was 
concerned. Certainly the public opinion of the Dominion 
would not tolerate it if he did. The second, and the more 
important, of these criticisms was well put by Mr. Downie 
Stewart during the debate on the report of the Imperial 
Conference on July 21. 

My view of the matter (said Mr. Stewart) is that he (the Prime 

postpone the general election. The Government felt it imperative that its 
p<dicy of sou^ finance should have the country’s emphatic endorsement. 
Mr. Coates announced that the Reform and United parties would not break 
apart for the election campaign. It is beUeved that the election will be held 
on December 9. (See TAr September 2} and October 24, 1931.) 
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Mitthter} md hi* coUeaguet were quite entitled to put forward 
tlieir Tiewpoiat'; btit, w^ it meant going right across the tradi- 
tioflad free-trade policf of Great Britain, it was a little hard the 
Bfitiafa Miaiatm to Iw openly accused of wobUiag and qniMwng. 
That appeared to me not to be very good form. Supposing an 
Imperial G>nference were being held in Australia or New Zealud, 
and the representatives of Great Britain urged us to remove a& our 
cuftoms tariffs, and, on our refusing to do to on the ground that it 
waa our traditional policy to raise revenue and protect our industries 
by a tariff, they indulged in remarks such as were used in England 
by some of the Dominion Ministers. I do not think that would 
tend very much towards promoting Imperial unity. 

With this exception, however, the propriety of the 
Prime Minister’s attitude was not impugned, and the 
harmony of the general approval was marred by no party 
differences. His action with regard to the Statute of 
Westminster was not merely approved, but highly com- 
mended. Not a voice was raised, either in the Legislative 
Council or in the House, to claim for New Zealand the 
powers which are to be extended by this Statute to the 
other Dominions. Yet both Chambers were able unani- 
mously to pass the petition to the King advocating the 
Statute, because, at the instance of Mr. Forbes, New 
Zealand had been specifically excepted from its operation 
until such time as she elects to adopt it, a provision which 
elicited a handsome compliment from a political opponent 
of Mr. Forbes. 

The excq>tion of New Zealand from the effect of the Statute 
which is to be passed at Westminster (said Sir Francis Bell in the 
L^slative Council on July 23) is a tribute to the loyalty of this 
country, and a still greater tribute to the men who have had the 
courage and foresight to advocate it. I am sure that, in days to 
come, my honourable friend the Attorney-General will have the 
enduring satisfaction that he, as must be the case, advised, and the 
Prime Minister adopted, a provision in this Statute to be passed 
by the Imperial Parliament at Westminster which has the effect of 
declaring that New 2 ^aland is not one of the Dominions that seeks 
to hold power or right beyond her territorial limits, or to enter 
into relatioBS with foreign Powers except through the ambassadors 
of His Majesty. 

New Zealand. 

September 24^ 1931. 

226 



PRINTED BY W H. 
SMITH A SON Ln., 

TBI AIBIN fRBss 

STAMFORD ST., 
S.B., AND pub- 
lished BY MAC- 
MILLAM and CO., 
ST. MARTIN’S ST.. 
LONDON, WC. 





